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SUMMARY

The Office of Communication of the United Church of Christ, Inc. (“OC-UCC”)
respectfully submits the instant informal objection in support of: (1) the denia of the assignment
applications filed by WorldCom, Inc. and its subsidiaries (* Assignment Applications’) seeking
the Commission’s consent to the assignment of al of the FCC authorizations issued to, or held
by, WorldCom, Inc. and its subsidiaries (“FCC Authorizations’); and (2) the designation of
WorldCom'’s Assignment Applications for hearing to determine whether WorldCom isfit to be a
Commission licensee. OC-UCC urges the Commission to work with the Bankruptcy Court
overseeing WorldCom’ s Chapter 11 case to appoint a trustee with clean hands and the requisite
character qualifications to hold and operate WorldCom'’ s authorizations.

WorldCom committed numerous acts of fraud and deception before the Commission and
other governmental entities. These acts violate the Commission rules and make WorldCom
unqualified to be a Commission licensee. WorldCom is seeking to assign its authorizations to
WorldCom Debtor-in-Possession. Established Commission policy requires that the assignment
of Commission authorizations serve the public interest convenience and necessity.

The public interest is not served by allowing the assignment of WorldCom'’s
authorizations to WorldCom Debtor-in-Possession. Rather, this assignment represents a mere
formality involving no real change in control or responsibility. As such, the misconduct of
WorldCom must also be attributed to WorldCom Debtor-in-Possession. The Commission cannot
allow the assignment of these authorizations to the Debtor-in-Possession until it holds a hearing
to determine whether WorldCom has the requisite character qualifications to be a Commission

licensee.



The fraud committed by WorldCom is willful, sweeping in scope and shows a tota
disregard for its responsibilities as a government licensee. Accordingly, given the magnitude of
the fraud WorldCom perpetuated on its shareholders, lenders, American consumers, the SEC and
the Commission, WorldCom’ s Assignment Applications must be denied and the Commission
must designate the Applications for hearing to determine if WorldCom isfit to remain a

Commission licensee.

WASHINGTON 70667v6
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In re Applications of
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Assignor
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WORLDCOM, INC., and its Subsidiaries
as DEBTOR IN POSSESSION
Assignee

2
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For Consent to Assign Commission Licenses Nos.

INFORMAL OBJECTION TO
ASSIGNMENT APPLICATIONS

The Office of Communication of the United Church of Christ, Inc. (“OC-UCC”),
pursuant to the rules of the Federal Communications Commission (“Commission” or “FCC"),3
hereby respectfully submits for the Commission’s consideration the instant informal objection
seeking: (1) the denial of the assignment applications filed by WorldCom, Inc. and its
subsidiaries (“Assignment Applications’)* seeking the Commission’ s consent to the assignment
of all of the FCC authorizations issued to, or held by, WorldCom, Inc. and its subsidiaries (“FCC
Authorizations’); (2) designation of WorldCom'’s Assignment Applications for hearing to

determine that WorldCom is unfit to be a Commission licensee; and (3) ensure that WorldCom's

2 See supra note 1.

3 Thefiling of informal objections are contemplated by 47 C.F.R. §§ 1.927, 1.935, 1.1313, 21.30,
25.154, 73.3587, 78.22.

* See Attachment A for a complete listing of all pending applications for authorizations filed by
WorldCom and its subsidiaries as of Oct. 8, 2002.



FCC Authorizations are only assigned to an assignee with clean hands and with sufficient
character qualifications.

After perpetrating the “largest instance of corporate fraud in the history of U.S.
commerce,”® WorldCom, Inc. and its subsidiaries commenced a bankruptcy proceeding pursuant
to Chapter 11 of the U.S. Bankruptcy Code.® Thereafter, WorldCom filed the above-referenced
Assignment Applications seeking the Commission’s consent to assign substantially all of the
FCC Authorizations issued to, or held by, WorldCom, Inc. and its subsidiaries from WorldCom,
Inc. and its subsidiaries to WorldCom, Inc., as the Debtor-1n-Possession (independently
“WorldComDIP,” but together with pre-Chapter 11 bankruptcy entity “WorldCom”). Aswill
be shown, WorldCom is unfit to be aCommission licensee and the proposed assignment of the
FCC Authorizations from WorldCom to WorldCom-DIP will not result in the transfer of the
FCC Authorizations to a licensee which has sufficient character qualifications. In support

thereof, the following is respectfully submitted for the Commission’s consideration:

l. REQUEST FOR RELIEF

OC-UCC urges the Commission to deny WorldCom'’s Assignment Applications because,
as will be shown, WorldCom is unfit to be a Commission licensee and unfit to be a holder of any
FCC authorizations or certifications.” The Commission should designate WorldCom's
Assignment Applications for a hearing to confirm that WorldCom is unfit to be a Commission

licensee. Further, in order to ensure that WorldCom's FCC Authorizations are only assigned to

® Christopher Stern & Kathleen Day, U.S Ready to Charge WorldCom Ex-Officers; Ebbers May
Be Among Target, Source Says, The Washington Post, July 26, 2002 (“Ebbers May Be Among
Target”).

® On July 21, 2002, WorldCom, Inc. and its subsidiaries filed a petition under Chapter 11 of the
Bankruptcy Code. 11 U.S.C. 88 101, et. seg. The case is before the U.S. Bankruptcy Court for
the Southern District of New Y ork (“Bankruptcy Court”).

" For ease of reference, the holder of FCC licenses, authorizations, and certifications are hereafter
referred to as “FCC licenseg” or “Commission licensee.”



an assignee with clean hands and with character qualifications satisfactory to the Commission,
the Commission should work with the Bankruptcy Court to appoint a trustee or receiver to hold
and operate the FCC Authorizations until an acceptable proposed assignee can be found. In the
alternative, the Commission should adopt procedures for third party applicants to seek interim
authority to operate WorldCom's operations until an acceptable proposed assignee can be found.
. STANDING

OC-UCC'sinterests are adversely affected by the Commission’s grant of WorldCom’s
Assignment Applications. Appended hereto as Attachment D is a declaration in the customary
form, under penalty of perjury, from Rev. Robert Chase, Director of the Office of
Communication, Inc.® Rev. Chaseis aresident of Lakewood, Ohio and is alocal exchange and
long distance customer at his residence, where he receives and can transmit voice and data which
travel over facilities interconnected to and that rely in part upon facilities controlled by
WorldCom.® OC-UCC isaloca exchange and long distance customer at its offices in Cleveland,
Ohio, and through its offices and church locations, in every state of the United States and Puerto
Rico. At each location it receives and transmits voice and data that travel over or are
interconnected with WorldCom owned or leased facilities that exist as a result of licenses or
certificates issued by the Commission. In fact, anyone who utilizes the Internet is certain to be

reliant upon WorldCom in its role as an Internet backbone provider. Indeed, it has been

8 Although the instant pleading is an informal objection, it contains all of the elements the
Commission has relied upon in conferring standing to petitioners to deny: adeclaration from an
authorized representative of the petitioner with personal knowledge of the facts set out in the
petition, a demonstration of standing, and service on al parties. See, e.g., The Providence
Journal Co., Memorandum Opinion & Order, 12 FCC Rcd 2883, para. 3 (1997) (setting out
attributes expected of petitioners to deny).

¥ See Maumee Valley Broadcasti ng, Inc., 12 FCC Red 3487, para. 5 (1997) (reconsideration
pendl ng) (prerequisite for standing is one's ability to receive transmissions from Title 111 licensee at
one's home).



estimated that as much as half the Internet traffic in the United States travels over WorldCom
owned facilities.®

As adirect result of WorldCom'’s actions, OC-UCC will suffer substantial adverse
consequences and “injury in fact” traceable to the conduct complained of. The nature of that
injury is more fully discussed at Section F, infra, and consists of higher transmission rates to
ratepayers like OC-UCC, an adverse economic effect on the U.S. economy generally and the
telecommunications industry in particular, and a reduced pool of competitors from which to
choose, among other things. This damage may be redressed only by the requested relief.
Accordingly OC-UCC's interests are “within the zone of interests to be protected.”** A
petitioner has standing when the petitioner demonstrates that injury in fact will result from the
challenged action, and that the interest in question lies within the zone of interests to be protected

by the Commission.*? Therefore, OC-UCC has standing to file this informal objection.

10 see, e.g., TeleGeography, WorldCom Controls the Most Internet Bandwidth, Connections, and
Revenue, July 10, 2002 at http://www.tel egeography.com/press/rel eases/2002/10-jul-2002.html.

1 See Air Courier Conference of Am. v. American Postal Workers Union, AFL-CIO, 498 U.S.
517, 523 (1991)(“Air Courier”); Assoc. of Data Processing Servs., 397 U.S. 150, 153 (1970);
Barlow v. Collins, 397 U.S. 159, 164 (1970); Petition for Rulemaking to Establish Sandards for
Determining the Standing of a Party to Petition to Deny a Broadcast Application, 82 F.C.C.2d
89, at para. 30 (1980). The zone of interest test denies aright of review if the petitioner's interests
are so marginally related to or inconsistent with the purposes expressed or implicit in the statute
or regulation that it cannot reasonably be assumed that Congress or the Commission intended to
permit the cause of action. Clark v. Securities Indus. Assn., 479 U.S. 388, 399 (1987). Inre
Metromedia Company, 7 FCC Rcd 714, 715 (1992).

12 Rvc Services, Inc., 11 FCC Red 12136, para. 7 (1996).

13 American Legal Found. v. FCC, 808 F.2d 84 (D.C Cir. 1987); Office of Comm. of the United
Church of Christ v. FCC, 359 F.2d 994 (D.C. Cir. 1966); see also AmericaTel Corporation, 9
FCC Rcd 3993, at para. 9 (1994) (citing Serra Club v. Morton, 405 U.S. 727 (1972)); Petition for
Rulemaking to Establish Standards for Determining the Standing of a Party to Petition to Deny a
Broadcast Application, 82 FCC 2d 89, at para. 20 (1980) (citing Warth v. Seldin, 422 U.S. 490,
511 (1975)).



[11. FACTS

WorldCom perpetrated the “largest instance of corporate fraud in the history of U.S.
commerce.”'* WorldCom's actions of fraud and deceit eventually imploded, exposing a corrupt
corporate culture and resulting in the largest bankruptcy in U.S. history—an event which has
grave implications for consumers, vendors, shareholders, and the communications industry as a
whole. To cover the signs of its misconduct, WorldCom repeatedly misrepresented facts related
toitsfinancia condition to both the Securities and Exchange Commission (“SEC”) and the
Commission in contravention of well-established SEC and Commission rules and policiesand in
violation of U.S. criminal statutes.

WorldCom's actions are not the result of misunderstandings about gray areas of
accounting practices. They are quite simply the result of the company’s own intent to deceive
the Commission, other regulators, consumers, investors, and vendors. The chief regulator of
America s public companies, SEC Chairman Harvey L. Pitt, determined that WorldCom's
actions were not a “mistake” but a “fraud.”*> Moreover, there have already been three guilty
pleas from senior and other management officials. On September 26, 2002, David F. Myers, the
Senior Vice President and Controller of WorldCom during the pertinent time period, pled guilty
to conspiracy to commit securities fraud, securities fraud, and false filings with the SEC.X® On
October 7, 2002, another senior executive of WorldCom, Buford Y ates, Jr. who is the Director

of General Accounting, pled guilty to securities fraud and conspiracy.'’ On October 10, 2002,

14 See supra note 5.

15 Harvey L. Pitt, Chairman, Securities and Exchange Commission, Remarks Before the
Economic Club of New York (June 26, 2002), at http://www.sec.gov/news/speech/spch573.htm
(last visited Oct. 7, 2002).

16 United Sates v. Myers, Plea, Case no. 02 Cr. 1261 (S.D.N.Y. September 26, 2002).
17
Id.



Betty Vinson, Director of Management Reporting, pled guilty to conspiracy to commit securities
fraud and securities fraud.*®

WorldCom's fraudulent actions have met with near-universal condemnation—from the
President® to Members of Congress®® and the Chairman of the SEC.? FCC Chairman, Michael
Powell, described WorldCom's actions as “seemingly heinous . . . "%
Moreover, as demonstrated in this objection, WorldCom’ s management continues to deal

with government regulators and investigators with remarkable arrogance and fails to accept any

corporate responsibility for its wrongdoing. On the one hand, the company employed a

18 Devlin Barrett, Two Ex-WorldCom Execs Pleads Guilty, Oct. 10, 2002, at
wysiwyg://145/http://news.findlaw..../10-10-2002/20021010150007_15.html. Although the
press have been reporting that Troy Normand, WorldCom’s Director of Legal Entity Accounting,
also pled guilty to conspiracy to commit securities fraud and securities fraud on October 10,
2002, the Southern District Reporters P.C., the court reporter, advised OC-UCC's counsel that
press reports were incorrect. Only Ms. Vinson plead guilty, not Mr. Normand.

19 President Bush called WorldCom’s actions “outrageous’ and vowed to “hold all people
accountable for misleading not only shareholders but employees as well,” CNN.com, Bush:
WorldCom ‘outrageous', June 26, 2002, at http://fyi.cnn.com/2002/fyi/news/06/26/worldcom/
(last visited Oct. 7, 2002).

20 Chairman Billy Tauzin of the House Energy and Commerce Committee charged that “’[t]his
was not a ssmple bookkeeping mistake. Clearly, it was an orchestrated effort to mislead
investors and regulators ...”” Simon Romero, WorldCom Facing Charges for Fraud; Inquiries
Expand, New York Times, June 27, 2002 at A1. Chairman Michael G. Oxley of the House
Committee on Fin. Servs. stated that it “appears that senior WorldCom executives deliberately
hid amost $4 billion in expenses, disguising its true performance in order to keep earningsin
line with analysts' estimates.” Opening Statement Michael G. Oxley, House Committee on Fin.
Servs. (107" Cong.), July 8, 2002 (Opening Statement of Michael G. Oxley). Representative
Maxine Waters added that WorldCom’s “improper accounting is no error, no mistake, it is
calculated to enhance the company’s net income and to hike its earnings before interest,
depreciation, taxes and amortization. This made WorldCom appear healthier than it was, and
thus more attractive to investors. . . . Aside from . . .WorldCom employees, thousands of
employees in related industries could be laid off. Thousands of pensioners will lose their
pensions and the damage to our economy isincalculable.” House Comm. on Fin. Servs. (107™
Cong.), July 8, 2002 (Opening Statement of Maxine Waters).

%1 See supra note 15.

%2 Michael K. Powell, Chairman, Federal Communications Commission, Press Briefing on
WorldCom Stuation, July 16, 2002, at

http://www.fcc.gov/Speeches/Powel 1/2002/spmkp209.html (last visited Oct. 7, 2002)(“Powell
July 16 Remarks").




sophisticated public relations campaign designed to admit its “misdeeds,” to “apologize” for
those misdeeds, and to pledge its cooperation with government agencies.?> On the other hand,
WorldCom staked out an aggressive legal position in which the company maintains that it has
engaged in no wrongdoing whatsoever.?* Thus, actions that WorldCom'’ s own officials have
described in conciliatory public statements as “indefensible’® have, in fact, been defended quite
vigorously. 2

This arrogance led the company to equate the interests of WorldCom’s management with
the public interest and to argue in essence that it is too big and important to the American
economy to be punished. In arecent editorial, WorldCom’s President and Chief Executive
Officer boldly asserted that notwithstanding any wrongdoing that occurred at the company, “it is
in the interest of our national security, American consumers, and . . .WorldCom’ s customers and
shareholders to make WorldCom's survival atop priority.”?’ Otherwise, WorldCom's assets
“would be put on the block in a‘fire sale’ for pennies on the dollar.”?®

The facts as set forth in Attachment B further detail the magnitude of the fraud

WorldCom perpetrated on its shareholders, lenders, American consumers, the SEC and the

23 Hearings Before the House Comm. on Fin. Servs., 107" Cong., (July 8, 2002) (Statement of
John W. Sidgmore, President and CEO, WorldCom, Inc.) (“Sdgmore July 8 Satement”). Mr.
Sidgmore’ s statement is appended as Attachment E.

24 See generally Securities and Exchange Comm n v. WorldCom, Inc., Answer, 1, Case No.: 02
CV 4963 (JSR)(S.D.N.Y. Aug. 23, 2002)(“WorldCom Answer™ ). In its Answer, WorldCom has
denied that it violated any statute or SEC regulation or policy.

25 John W. Sidgmore, Why WorldCom Must Survive, July 1, 2002, at
http://www.worldcom.com/infodesk/restatement/editorial (last visited Oct. 8, 2002)(“Sidgmore
Editorial ™).

%6 See supra note 24.
27 See supra note 25.
8 1d.



Commission. The known facts and admissions reveal a portrait of stunning individual and
corporate dishonesty, exposing a pervasive and corrupt corporate culture.?® Indeed, the
Washington Post, based on interviews and review of “[t]housands of pages of previously
undisclosed company documents,” determined that WorldCom'’ s operations “reveal a grow-at-
any-cost culture that made it possible for employees and managers to game the system internally
and to deceive investors about the health of the business.”*° It was a culture in which “whistle-
blowers were often intimidated or ignored” and where there were “no inventory controls, no
fraud controls, no nothing.”*! This culture—and the numerous acts of individual and corporate
deception and fraud catalogued above and as set forth in Attachment B—have now culminated in
the largest bankruptcy in United States history. 32
V. STATEMENT OF INTEREST

OC-UCC wishes to speak for the nation's telecommunications consumers, the
telecommunications workforce, and the communities dependent on telecommunications
enterprises. Since 1954, OC-UCC and its predecessor in interest within the United Church of

Christ (“UCC”) has been aleading proponent of public participation in communications policy,

29 Deceptive revenue and commission enhancement was a practice that defined WorldCom from
its sale force trenches to senior management. For example, simply to improve revenue and
commissions, WorldCom'’s sales division could close a data network contract for “$1 million
even if it cost $2 million to fulfill the order.” Because “the pressure for revenue was intense all
the way up the sales division, . . . there was little incentive for anyone to put a stop to other
guestionable practices.” Manipulating numbers was deep-seated in WorldCom'’ s culture—even
its past acquisitions “ helped obscure the company’ s actual performance.” Jonathan Krim, Fast
and Loose at WorldCom, The Washington Post, Aug. 29, 2002 at A1, at

http://washi ngtonpost.com/wp-dyn/articles/A9244-2002A ug28.html (last visited Sept. 16,
2002)(“Fast and Loose at WorldCom).

304d.
3.

32 WorldCom listed $107 billion in assets and $41 billion in debts as the basis for its bankruptcy
filing. WorldCom’s bankruptcy easily surpasses the second largest bankruptcy filing record set
by Enron on December 2, 2001, which listed $49.8 billion in assets and $31.2 billion in debt.



and of diversity of ownership and employment in all industries subject to Commission
regulation. Indeed, OC-UCC essentialy founded the modern public interest movement in the
media and telecommunication industries.

OC-UCC's decision to bring the issues in this petition to the Commission's attention
harkens back to UCC's own history as the conscience of the communications industry. In 1955,
UCC brought the first complaints against Jackson, Mississippi's rigidly segregated television
stations, including Lamar Life Insurance Company's WLBT-TV, an NBC affiliate. WLBT
displayed such contempt for its own audiences that the station would cut off the network feed
when NBC's nightly news contained interviews with civil rights heroes like Thurgood Marshall.
After the FCC repeatedly rejected UCC's complaints, the United States Court of Appeals rejected
the Commission's theory that corruption can be cured by affording an unreconstructed
wrongdoer an unsupervised chance to do better and ordered the FCC to hold a hearing.3* When
the Commission held a hearing so deficient that it was deemed “beyond repair,” the court ran out
of patience and vacated the license renewal itself.®

As the saga of desegregation was playing itself out, UCC petitioned the FCC for rulesto
prohibit employment discrimination and require broad recruitment.®® After the Commission

adopted those rules,” many of the industries regulated by the FCC made great strides in

33 For much of this history -- and what it meant for the television industry and the nation, see
Kay Mills, Changing Channels. The Civil Rights Case that Changed Television, (Civil Rights
Forum on Communications Policy) (2000).

34 Office of Communication of the United Church of Christ v. FCC, 359 F.2d 994 (D.C. Cir. |966)
("UcCcC ™).

%5 Office of Communication of the United Church of Christ v. FCC, 425 F.2d 543 (D.C. Cir.
1969) ("UCC I1").

36 See Nondiscrimination in Broadcasting Employment Practices, 13 F.C.C. 2d 766 (1968).
37 Nondiscrimination in Broadcasting, 18 F.C.C. 2d 240 (1969).



desegregation and the promotion of equal opportunity. Further details regarding OC-UCC's
extraordinary efforts in defending the public interest are set forth in Attachment C.

Today, other forms of misconduct by FCC regulatees, in addition to discrimination,
diminish the "rapid, efficient, nationwide and world-wide wire and radio communication service
with adequate facilities at reasonable charges' that all Americans are entitled to expect from their
FCC regulated industries.®

Thirty-six years after UCC |, another Jackson, Mississi ppi-based company — WorldCom
— tests the limits of the Commission's resporsibility to protect the public against the intentional
misconduct of regulatees. WorldCom's campaign of fraud jeopardizes the nation's
telecommunications infrastructure, imperils national security, and has caused lasting damage to
the credibility and conpetitiveness of the economy’ s telecommunications sector.

With the communications and information technology sector representing approximately
one-sixth of our economy,*° it is difficult to imagine any corporate fraud that strikes more
painfully at the heart of the nation's health and well-being than WorldCom's fraud. Therise and
fall of WorldCom illustrates why the full participation of all Americans in the regulation of
telecommunications and information technology is just as essential to the success of the
economy, and to democracy, as access to broadcast television was in 1966.

OC-UCC recognizes that some sympathy may be due a company that declares
bankruptcy because of the unlawful behavior of competitors, or because of the incompetence of
insiders. But a company that declares bankruptcy because of the unlawful behavior of insiders —

asis the case with WorldCom — is owed not sympathy, but scrutiny.

38 47 U.S.C. § 151 (1996).

39 Digital Economy 2002, the Commerce Department's fourth annual report on the information
technology (IT) revolution.

-10-



As has been clear for years, FCC regulatees accept public responsibilities in exchange for
being granted limited access to public spectrum, public rights of way and publicly protected rates
and services. A financia bankruptcy may relieve a company of the pressure of financial debts,
but amora bankruptcy does not relieve a company of its moral debts. How ironic would it be if
a company is fully accountable for its misbehavior if the consequences are not grave enough to
trigger a bankruptcy -- yet immune from those consegquences if the misconduct is grave enough
to cause a bankruptcy.

Just as the Commission’ s rules were insufficient to address the harm done by WLBT in
1966, so too are the bankruptcy laws insufficient to address the harm done by WorldCom in
2002. There are public interest consequences of the misconduct of FCC regulatees. A
bankruptcy court cannot cure theseiills. It can restore the injured corporate entity to health, but it
cannot restore to health all of those who the corporate entity has directly or collaterally harmed.

It can offer little specific deterrence and almost no general deterrence. The bankruptcy courts
were not designed for that purpose. Rather, Congressiona design is for the FCC to fulfill that
role. Only the FCC can reform the industry by exercising its Congressionally mandated "duty . .
. to refuse licenses or renewals to any person who engages or proposes to engage in practices
which will prevent either himself or other licensees or both from making the fullest use of radio
facilities."*® No representative of the public without inside knowledge can know precisely the
extent of the harm caused by a particular course of fraudulent conduct.** Only the Commission

can investigate and measure that harm.

“% In re Teleprompter and Group W, 87 F.C.C. 2d 53|, 54! (1981), aff'd, 89 F.C.C.2d 417 (1982).
41 A petitioner, like OC-UCC, is not expected to "fully establish . . . what it is the very purpose of

the hearing to inquire into." Citizens for Jazzon WRVR, Inc. v. FCC, 775 F.2d 392, 397 (D.C.
Cir. 1985).

-11-



When mgjor telecommunications enterprises are not being managed responsibly,
someone needs to serve as a watchdog to ensure that the harm done is cured to the fullest extent
possible. Further, someone needs to represent the public at the table at which safeguards could
be put in place to prevent additional wrongdoing, whether by the same company or by similarly
situated ones. As a pioneer in public interest advocacy in broadcasting, OC-UCC now steps
forward to perform that function in telecommunications as well.

V. THE FCC SHOULD DENY WORLDCOM’S ASSIGNMENT APPLICATIONS
BECAUSE WORLDCOM ISUNFIT TO BE A FCC LICENSEE

A. TheCommission Has Clear Authority to Take Action

The Commission must reject WorldCom’s Assignment Applications, as a grant would be
in direct contravention of the Communications Act of 1934, as amended (“Act”) and established
Commission policy, which mandates that the Commission may only grant assignment
applications if it finds that the grant would serve the public interest, convenience, and

necessity. *> The facts known and admitted by WorldCom do not support such afinding.

“2 The Commission must find that grant of a Title 111 application would serve the public interest,
convenience and necessity “upon examination of such application and upon consideration of
such other matters as the Commission may officially notice. ...” 47 U.S.C. §309(a). A Titlell
common carrier applicant for anew line or for an extension of any existing line must obtain from
the Commission “a certificate that the present or future public convenience and necessity require
or will require the construction, or operation, or construction and operation, of such additional or
extended line....” 47 U.S.C. § 214(a). Moreover, under Section 214(a), a carrier is prohibited
from discontinuing, reducing or impairing service without first obtaining from the Commission
“a certificate that neither the present nor future public convenience and necessity will be
adversely affected thereby. . ..” 1d. While the Commission modified its rules to confer blanket
Section 214 authority for new lines of all domestic carriers and streamlined procedures by which
adomestic carrier may discontinue, reduce, or impair service over aline, the Commission
retained its enforcement authority to handle abusive practices to protect consumers, including its
ability “to revoke a carrier’s section 214 authority when warranted. . . .”  Implementation of
Section 402(b)(2)(A) of the Telecommunications Act of 1996, Report and Order in CC Docket
No. 97-11, and Second Memorandum Opinion and Order in AAD File No. 98-43, 14 FCC Rcd
11364, para. 2 (1999).

-12-



As set forth in detail below, the grant of WorldCom’s Assignment Applications would be
per seinconsistent with the public interest, convenience, and necessity.** Accordingly, as
required by the Act and longstanding precedent, the Commission must deny WorldCom’s
Assignment Applications based on WorldCom’s lack of character qualifications to continue as a
Commission licensee.

1 The Commission Has Established Clear Character Qualifications for
Holders of FCC Authorizations

The Commission consistently finds that certain actions by alicensee or applicant are so
egregious and outside the realm of acceptable conduct that they disqualify the licensee or
applicant from becoming or remaining a FCC licensee. The Commission broadly categorizes
such activities into FCC-related misconduct and non-FCC related misconduct.

The Commission’s primary concern with alicensee’s or applicant’s violation of the Act
or Commission rules and policies is that such misconduct has a clear relationship with the traits
of veracity and reliability. FCC-related misconduct raises the question of “whether the licensee
will in the future be likely to be forthright in its dealings with the Commission and to operate its
station consistent with the requirements of the Communications Act and the Commission’s Rules
and policies.”** Non-FCC related misconduct raises character qualification issues because “there
may be a sufficient nexus between fraudulent representations to another governmental unit and
the possibility that an applicant might engage in similar behavior in its dealings with the

145

Commission”™ and because a “licensee’ s willingness to violate other laws, and, in particular, to

d.

4 Policy Regarding Character Qualifications in Broadcast Licensing; Report, Order and Policy
Statement, 102 F.C.C. 2d 1179, para. 55 (1985)(“Character Policy Satement”), modified, 5 FCC
Red 3252, para. 7 (1990), recon. granted in part, 6 FCC Rcd 3448, para. 6 (1991), modified in
part, 7 FCC Rcd 6564, paras. 9-10 (1992).

45 d. at paras. 35-6.

-13-



commit felonies, also bears on [the Commission’ 5] confidence that an applicant or licensee will
conform to FCC rules and policies.”*® It is now beyond dispute that WorldCom intentionally
engaged in numerous instances of FCC-related and non-FCC related misconduct—misconduct
that disqualifies WorldCom from continuing to be a FCC licensee.

In 1988, the Commission issued a decision in MCI Telecommunications Corp., holding
that the Character Policy Statement — which had originally been drafted for and applied only to
broadcast licensees — was to be applied to common carrier licensees aswell.*” Since recognizing
the applicability of these character standards to common carriers, the Commission rigorously
applied the standards to entities that hold Section 214 authorizations, *® submarine and cable
landing licenses,*® earth and space station authorizations,>® and Part 22 cellular licenses.®! In

determining that it should allow the assignment of Section 214 authorizations, the Commission

noted that it was “required to determine whether [the proposed assignee had] the necessary

“® Policy Regarding Character Qualification in Broadcast Licensing, Policy Statement and
Order, 5 FCC Rcd 3252, paras. 4-5 (1990)(“Further Policy Statement™).

47 See MCI Telecommunications Corp., 3 FCC Red 509, para. 31 (1988)(citing Character Policy
Satement, 1195-97, 1200-03, modified, 5 FCC Rcd 3252 (1990), recon. granted in part, 6 FCC
Rcd 3448 (1991), modified in part, 7 FCC Rcd 6564, 6566 (1992) ("Further Character
Qualification Modifications")).

“8 See e.g., Applications for Consent to the Transfer of Control of Licenses and Section 214
Authorizations from Southern New England Telecommuni cations Corporation, Transferor, To
SBC Communications, Inc., Transferee, 13 FCC Rcd 21292 (1998)(“Southern New England
Telecommunications Transfer Application™).

9 See, e.g., Application of GTE Corporation, Transferor and Bell Atlantic Corporation,
Transferee For Consent to Transfer Control of Domestic and International Sections 214 and 310
Authorizations and Application to Transfer Control of a Submarine Cable Landing License, 15
FCC Rcd 14032 (2000).

*0 See e.g., Amendment Of The Commission’s Regulatory Policies To Allow Non-U.S. Licensed
Soace Stations To Provide Domestic And International Satellite Service In The United States, 12
FCC Rcd 24094 (1997).

®1 See e.g., Bl Atlantic Mobile Systems, Inc. and NYNEX Mobile Communications Company

Application For Transfer of Control of Eighty-two Cellular Radio Licensesto Cellco
Partnership, 10 FCC Rcd 13368 (1995).
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‘citizenship, character, financial, technical and other qualifications.’”®® The Commission must
now evaluate WorldCom by the same Character Policy Satement standards that have been
diligently applied to other licensees in the past to determine whether WorldCom should be
permitted to escape its wrongdoing by transferring its FCC Authorizations to WorldCom-DIP.

The qualifications set forth in the Character Policy Satement are awell-defined and
established body of Commission law that provides guidance as to the character qualifications
that will serve the public interest. These guidelines do not require the Commission to wait until
an applicant is an adjudicated felon. Rather, they provide the Commission with the ability to
make a decision which considers the public harm inherent in granting a license to an applicant
that knowingly:

(1) makes false statements to the Commission;

(2) willfully or repeatedly fails to operate substantially as set forth in the license; or

(3) willfully or repeatedly violates the Communications Act or FCC rules, such as

making misrepresentations to FCC staff or demorstrating alack of candor.
These classes of misconduct provide the Commission with an adequate opportunity to target
those individuals or companies, like WorldCom, that display a pattern of disregard for the rules
and regulations.

WorldCom regularly made intentional and egregious misrepresentations to the
Commission by filing fraudulent and inaccurate financia information and by failing to amend
pending applications. WorldCom made intentional and egregious misrepresentations to the SEC

in violation of the Securities Exchange Act and the rules and policies of the SEC. These types of

®2 See Southern New England Telecommunications Transfer Application, para 65.(citing Craig
O. McCaw, Transferor, and American Telephone & Telegraph Co., Transferee, For Consent to
the Transfer of Control of McCaw Cellular Communications, Inc. and its Subsidiaries, 9 FCC
Rcd 5836, para. 8 (1994)).
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misconduct — both before Commission and before other government agencies — are examples of
conduct for which the Commission frequently disqualifies a licensee or applicant from remaining
or becoming a FCC licensee.

a. WorldCom Engaged in Multiple Misrepresentationsto FCC By
Submitting Fraudulent Financial Information to FCC

It is undeniable that WorldCom engaged in disqualifying misconduct before the FCC by
knowingly submitting fraudulent and inaccurate financial information in its FCC filings. Under
longstanding Commission rules, WorldCom and other telecommunications entities must report a
variety of financial and revenue data to the Commission on a periodic basis. For example,
Sections 1.785(b) and 43.21(b) of the Commission’s rules require WorldCom and other carriers
to submit to the FCC “verified” copies of the 10-K reports they have submitted to the SEC.>3
WorldCom and other carriers must also annually report to the FCC their operating revenues each
year and the value of their total communications plant at the end of that year.®* In addition,
carriers, including WorldCom, must report data on gross billed revenues on an annual and
quarterly basis.>® This datais filed on FCC Form 499-A or 499-Q, signed by an officer of the
company, and (along with revenue information collected on FCC Form 159 submitted in
September of each year) is used by the Commission to calculate regulatory fees as well as
contributions to support the Universal Service Fund (“USF"), Local Number Portability

Administration, North American Numbering Plan Administration, and Telecommunications

>3 47 C.F.R. §8 1.785(b), 43.21(b).
>4 47 C.F.R. § 43.21(c).

% 47 C.F.R. §854.706, 54.711, 54.713, 64.604. All telecommunications carriers providing
interstate telecommunications service, interstate telecommunications providers offering interstate
telecommunications for a fee on a non-common carrier basis, and payphone providers that are
aggregators must contribute to the Universal Service Fund and file a Telecommunications
Reporting Worksheet annually (on FCC Form 499-A) and quarterly (on FCC Form 499-Q). 47
C.F.R. 88 54.706, 54.711, 54.713.
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Relay Service.>® Furthermore, WorldCom and other international common carriers who are
subject to Section 43.61 of the Commission’s rules must also report data for the preceding
calendar year on actual traffic and revenue data for each service provided.®’

As required by the Commission’s rules, WorldCom filed a variety of financial
information with the Commission during the years at issue. For example, on or about March 13,
2002, WorldCom submitted a copy of its Form 10-K for calendar year 2001. That document,
signed by its Chief Financial Officer and each of its directors, presented a variety of financial
information (including total costs for 2001), discussed the company’s * significant accounting
policies,” and represented that the financial information contained in the 10-K was “prepared in
accordance with accounting principles generally accepted in the United States.”®® Likewise, on
April 14, 2000, July 7, 2000, May 10, 2001, and April 15, 2002, the company reported to the
Commission revenue and investment figures in accordance with section 43.21(c) of the FCC's
rules. WorldCom similarly reported international traffic revenues on or about August 16, 2002,
August 29, 2000, September 27, 2000, July 31, 2001, and October 31, 2001.

It is now a matter of public record that major components of the financial information

submitted by WorldCom to the Commission (and SEC) were false — and that the submissions

°% Every common carrier providing interstate telecommunications servicesis required to
contribute to the Telecommunications Relay Services (TRS) Fund based upon its relative share
of interstate end-user telecommunications revenues. 47 C.F.R. § 64.604. The calculations are
based on the Telecommunications Reporting Worksheet. 47 C.F.R. § 64.604(c)(5)(iii)(B).
Moreover, al telecommunications carriersin the U.S. are required to contribute to the costs of
establishing a numbering administration and the contributions are based on the
Telecommunications Reporting Worksheets. 47 C.F.R. § 52.17. All telecommunications
carriers must contribute to the costs of long-term number portability. 47 C.F.R. § 52.32.

571d.; see also 47 C.F.R. § 43.61.

®8 U.S. SEC Form 10-K for fiscal year ended December 31, 2001, filed by WorldCom, F-7. A
copy of WorldCom’s Form 10-K is appended as Attachment F.
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were known by corporate officers and other senior executives to be without foundation.®® Asthe
SEC succinctly stated, WorldCom “reported on its Consolidated State of Operations contained in
its 2001 Form 10-K that its line costs for 2001 totaled $14.739 billion and that its earnings before
income taxes and minority interests totaled $2.393 billion, wheresas, in truth and in fact,
WorldCom’s line costs for that period totaled approximately $17.794 billion, and it suffered a
loss of approximately $662 million.”®° This means that WorldCom reported several billions of
dollars of baseless earnings to the Commission.

Indeed, WorldCom admitted that $3.055 billion in line costs (which represent fees paid
by WorldCom to third parties for network access) were improperly transferred from expense to
capital accounts during 2001.6 WorldCom further admitted that, despite the company’s
representations, these transfers did not comply with generally accepted accounting principles.®?

Since the filing of the SEC Complaint on June 26, 2002, WorldCom admitted additional
improprieties in years prior to 2001. WorldCom acknowledged that in 1999, 2000, 2001, and the
first quarter of 2002, an additional $3.3 billion in earnings were “improperly reported.”®® This
means that WorldCom'’ s earlier 10-Ks for these accounting period—as filed with the FCC and

SEC—also contain misrepresentations.  Although WorldCom has not yet attempted to explain

the precise manner in which these earnings were improperly reported, press accounts strongly

%9 WorldCom June 25 Press Release.

®0 Securities and Exchange Commission v. WorldCom, Inc., Complaint, at 3, Case No. 02 CV
4963 (JSR) (S.D.N.Y. June 26, 2002) (“SEC Complaint”). A copy of the complaint is appended
as Attachment J. See also Securities Exchange Act of 1934, 15 U.S.C. 88 78u(d), 78b and
78m(a).

%1 WorldCom June 25 Press Release.

%2 d.

®3 WorldCom Aug. 8 Press Release.
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suggest that they involve the blatant and knowing manipulation of “reserve” accounts.®*
Depending on how these earnings were misstated, restatements may impact not only costs, but
also revenue figures.

It is abundantly clear that WorldCom repeatedly submitted fraudulent financial
information to the FCC, just asit did to the SEC. The falsity of the information provided to the
Commission was known to senior corporate managers and was intended to misrepresent
WorldCom as a profitable business when it was not.

The Commission vigorously enforces its policy against this type of misrepresentation and
lack of candor by both applicants and licensees.®® The Commission certainly does not tolerate
deception regarding the financial status of an applicant. For example, the Commission found an
“egregious’ and “inexcusable lack of candor” on the part of an applicant who submitted an

application for a new license without disclosing its deteriorating financial situation. ®°

%4 Henny Sender, Inside the WorldCom Numbers Factory, Wall ST. J., August 21, 2002, at C1.

%> See, e.g., SBC Comms Inc. Apparent Liability for Forfeiture, 24 FCC Red 1225, para. 66
(2001) (“We consider misrepresentation to be a serious violation, as our entire regulatory scheme
rests upon the assumption that applicants will supply [the Commission] with accurate
information.”) (internal citations omitted); Applications of Liberty Production, Memorandum
Opinion and Order, 16 FCC Rcd 12061, at para. 43 (2001) (“[IJmmaterial misrepresentations can
be abasisfor disqualification.” citing WOKO, Inc. v. FCC, 329 U.S. 223 (1946)); Liberty Cable
Co., Inc., Decision, 15 FCC Rcd 25050, para. 56 (2000) (“[T]he duty of candor requires
applicants to be fully forthcoming as to all facts and information that may be decisionally
significant to their applications.”); The Commission’s Forfeiture Policy Satement, Report and
Order, 12 FCC Rcd 17087, para. 21 (1997), recon. denied 15 FCC Rcd 303 (1999) (“Regardless
of the factual circumstances of each case, misrepresentation to the Commission is aways an
egregious violation.”); Garden State Broadcasting Limited Partnership v. FCC, 996 F.2d 386,
393 (D.C. Cir. 1993) (“[D]€eliberate failures to produce information can result in disqualification
for lack of candor.”); Fox River Broadcasting, Inc., 93 F.C.C.2d 127, 130 (1983) (“Our concern
with misrepresentation and lack of candor stems from the necessity of relying on licensees
representations to the Commission.”); RKO v. FCC at 229 (“As alicensing authority, the
Commission is not expected to ‘play procedural games with those who come before it in order to
ascertain the truth.””) (internal citation omitted).

%6 See George E. Cameron Jr. Communications (KROQ) Burbank, California for Renewal of

License, Decision, 91 F.C.C.2d 870, 895-96 (1982)(“ To have prosecuted an applicationfor a new
broadcast station . . . while concurrently being unwilling or unable to financialy support their
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“[F]alse certifications are abuses of the Commission's processes which waste the resources of
both the Commission and legitimate qualified applicants, which may not only break Commission
rules. . ., but may subject the applicant to a monetary forfeitures. . ., aswell as criminal
liability . .. ."®" Knowing that the Commission specifically relies on the financial information
supplied to it by WorldCom and other carriers, WorldCom nevertheless chose to waste
Commission resources by filing fraudulent financial reports.

b. WorldCom’s Misrepresentations Underminethe FCC’s
Regulatory Objectives.

WorldCom’ s wrongdoing undermines the FCC'’ s reliance on company supplied data to
establish and implement its regulatory objectives. The FCC publishes a number of reports
containing analysis of the financial information supplied by telecommunications entities,®® and
these reports often serve as an official record regarding the status of the market. For example,
the Commission’s Statistics of Communications Common Carriers states.

The Statistics of Communications Common Carriers (SOCC), which has been

published annually since 1939, is one of the most widely used reference works in

the field of telecommunications. It is the only permanent record of common

carrier activity published by the Government Printing Office and sent to
repository libraries.®

existing station is shocking. . . . On the basis of this stark lack of candor alone, GECC is unfit as
alicensee.”).

67 62 Broadcasting, Inc., Initial Decision of Administrative Law Judge Joseph Chachkin, 3 FCC
Rcd 4429, 4449 (1988)(citing In the Matter of Financial Certifications by Applicants for
Broadcast Station Permits, 2 FCC Red 2122 (1987)(interna citations omitted)).

®8 These reports (and their latest release dates) include: Statistics of Communications Common
Carriers (2001/2002 Edition); Telecommunications Industry Revenues (2002); Reference Book
of Rates, Price Indices and Household Expenditures for Telephone Service (July 2002); Trends
in Telephone Service (May 2002); Satistics of the Long Distance Telecommunications Industry
(January 2001); Fiber Deployment Update — End of Year 1998 (1999); International
Telecommunications Data (2000); Trends in the International Telecommunications Industry
(April 2001).

%9 See, e.g., Satistics of Communications Common Carriers (ed. 2000/2001), Table 1.1, FCC
(rel. Sept. 21, 2001) available at http://ftp.fcc.gov/Bureaus’'Common_Carrier/Reports/FCC-
State Link/SOCC/00socc.pdf.
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Moreover, the FCC and other governmental agencies use the information from these
reports to assess the condition of the market and establish regulatory policies.” Indeed,
Chairman Powell recently stated that “[r]egulatory accounting data and related information filed
by telecommunications carriers is used by federal and state telecommunications policymakers to
fulfill various responsibilities, such as determining interstate access charges, evaluating federal-
state jurisdictional separations, setting rates for unbundled network elements and cal culating

universal service support.”’*

In addition, the Commission uses carrier-supplied information for
purposes of evaluating mergers or acquisitions, 2 resolving carrier complaints,”® and managing
numbering resources.” It also relies on company self- reporting of data to establish and collect
fees and contribution payments associated with its regulatory and support programs.”®

WorldCom'’s repeated intentional misrepresentations jeopardize all of these efforts.

WorldCom’ s fraudulent financial figures represent an enormous share of the telecommunications

0 Non-government entities—including vendors, investors and competitors—use the information
to monitor and eval uate the telecommunications industry and participants.

"1 Michael K. Powell, Chairman, Federal Communications Commission, Press Statement Re:
Federal-Sate Joint Conference on Regulating Accounting Issues, Sept. 5, 2002, at
http://hraunfoss.fcc.gov/edocs public/attachmatch/DOC-225969A 1.doc (last visited Oct. 8,
2002)(emphasisin original).

2 Seg, e.g., Applications for Consent to the Transfer of Control of Licenses and Section 214
Authorizations from; MediaOne Group, Inc., Transferor, To AT& T Corp. Transferee,
Memorandum Opinion and Order, 15 FCC Rcd 9816 (2000); Applications for Consent to the
Transfer of Control of Licenses and Section 214 Authorizations from Tele-Communications, Inc.,
Transferor To AT& T Corp., Transferee, Memorandum Opinion and Order, 14 FCC Rcd 3160
(1999).

3 Seg, e.g., AT& T Corp. v. Business Telecom, Inc., et al., Memorandum Opinion and Order, 16
FCC Rcd 12312 (2001).

4 Seg, e.g., Numbering Resource Optimization, Notice of Proposed Rulemaking, 14 FCC Rcd
10322 (1999).

> See, e.g., Federal-State Joint Board on Universal Service; Forward-Looking Mechanism for
High Cost Support for Non-Rural LECs, Tenth Report and Order, 14 FCC Rcd 20156 (1999).
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infrastructure and services market, and clearly affect the accuracy of the FCC reports and
analyses that contain data supplied by WorldCom. For example, the FCC’'s most recent
Statistics of Communications Common Carriers specifically cites WorldCom’'s 10-K inits
compilation of costs, expenses and revenues.’® This data, aswell as FCC's analyses based on
this data is undeniably inaccurate and unreliable as a result WorldCom' s fraud.

Because the Commission must rely on the information provided by its licensees, the
agency has treated even minor misrepresentations seriously.”” Here, the fraud committed by
WorldCom was willful, sweeping in scope, and showed atotal disregard for its responsibilities as
a government licensee.

C. Failureto Inform FCC of Material Changesin Financial
Information Violates Section 1.65 of the Commission’s Rules

WorldCom violated Section 1.65 of the Commission’s rules, which requires applicants to
maintain the accuracy and completeness of information provided in applications and specifically
requires applicants to apprise the Commission “[w]henever there has been a substantial change
asto any other matter which may be of decisional significance. .. .”’® WorldCom’s failure to

inform the Commission of material changes in information provided in connection with its

7% See supra note 69.

" Character Policy Satement, 1025 F.C.C.2d 1210-11 (“ The Commission is authorized to treat
even the most insignificant misrepresentation as disqualifying.”). See also Ortiz Radio Corp., v.
FCC, 941 F.2d 1253, 1260 (D.C. Cir. 1991); Welch Communications, Inc., Decision, 7 FCC Rcd
4542, para. 114 (1992), aff’d, 8 FCC Rcd 1285 (1993); Pontchartrain Broadcasting Company,
Inc., Decision, 7 FCC Rcd 1898, para. 18 (1992), aff'd, 8 FCC Rcd 2256 (1993); Mid-Ohio
Communications, Inc., Decision, 104 FCC 2d 572, para. 46 (1986), aff'd, 5 FCC Rcd 940 (1990).
See SBC Apparent Liability Order, 16 FCC Rcd 12306 (rejecting argument that violations were
minor because each violation could compromise the integrity of the Carrier-to-Carrier
Performance Plan).

8 47 C.F.R. § 1.65. When information provided in an application is no longer “substantially
accurate and complete in all significant respects,” the applicant must also amend the application.
Amendments are to be made as promptly as possible, but in any event within 30 days, unless
good cause is shown.
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pending applications violates that rule.  On June 25, 2002, the day that WorldCom first
announced that it improperly stated financial data for the year 2001 and the first quarter of 2002,
WorldCom had twelve applications pending before the Commission. To OC-UCC'’ s knowledge,
WorldCom has not amended its pending applications to reflect that it “improperly reported
earnings’’® in submissions to the FCC and SEC, to report the SEC's determination that the
company engaged in securities fraud, or to report that senior corporate executives had been
indicted, and plead guilty to, criminal charges of securities fraud. WorldCom even failed to
mention its misdeeds in its Assignment Applications to transfer the FCC Authorizations to
WorldCom DIP.%°

WorldCom's failure to disclose this information to the Commission is in manifest
violation of Section 1.65 of the Commission’s rules because WorldCom’ s misrepresentations are
of decisional significance in the FCC's consideration of WorldCom’ s pending requests for
authorization.® Indeed, WorldCom has yet to report any of its wrongdoing or misstatements to

the FCC in any of its filings.®?

9 WorldCom Aug. 8 Press Release.
80 See Assignment Applications.

81 See Applications of Shareholders of GAF Corp. Samuel J. Heyman, Memorandum Opinion
and Order, 7 FCC Rcd 3225, at para. 17 (1992) (“[The section 1.65] requirement to amend is
triggered by a substantial change as to any matter of decisional significance.”); Southern
Broadcasting Co. (WGHP-TV), Memorandum Opinion and Order, 38 FCC 2d 461, 464, para. 7
(21972)(requiring applicant to inform Commission “of all facts, whether requested in Form 303 or
not, that may be of decisiona significance so that the Commission can make a realistic decision
based on al relevant factors.”)(emphasis in original).

82 The fact that the media has extensively covered WorldCom' s accounting fraud does not excuse
WorldCom'’s violation of Section 1.65. The D.C. Circuit rejected the argument that media
reports of an investigation are sufficient notice to the FCC of a substantial change in a pending
application in lieu of compliance with Section 1.65. RKO General, Inc. v FCC, 670 F.2d 215,
229 n.39 (D.C. Cir. 1981)(“RKO v. FCC")(“RKO responds that it would have been ‘absurd’ for
RKO to ‘cover up’ the SEC investigation in light of contemporary newspaper reports of that
investigation. ... But other, more prominent parties have attempted such cover- ups in the past
despite even greater attention from the media, and in any event the Commission cannot be
expected to rely only on hearsay sources for the information required under section 1.65.”).
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The intent to deceive, a necessary element of misrepresentation, is amply demonstrated
by the fact that WorldCom never formally attempted to bring to the Commission’s attention that
the financial data was inaccurate and/or that modifications in the Commission’s industry models
would be necessary. This willful and uncorrected misrepresentation is distinguishable from
cases where licensees voluntarily disclosed mistakes or inaccuracies to the Commission. Here
there was a clear and ongoing intent to conceal the true facts from the Commission. &

Misrepresentations involve false statements of fact made with an intent to deceive, while
lack of candor involves concealment, evasion and other failures to be fully informative.®* Both
represent deceit, differing only in form.8> Moreover, “these seemingly heinous acts’®® of
WorldCom were committed with “deceptive intent.”®” The SEC Complaint and federal
indictment against WorldCom'’s CFO detail the depth of the company’s deception.® Whileit
steadfastly refuses to formally admit its wrongdoing in court, WorldCom has publicly

acknowledged the fraud and set forth in its own press releases and filings with the SEC a detailed

83 See Enron Corp., 17 FCC Red 11454, para. 1 (2002) (finding that although it had operated
dozens of facilities without FCC licenses and authorizations, “Enron had voluntarily brought the
matter to the Commission staff’s attention.”).

84 See In re Applications of Fox River Broadcasting, Inc., 93 FCC 2d 127, para. 6 (1983)(“Fox
River Broadcasting Order™).

%1d.
8 powell July 16 Remarks

87 See MCI Petition for Revocation at 512. (“Unless there is evidence showing ‘ deceptive
intent,” we will not be able to find that misrepresentation or lack of candor has
occurred.”)(citation omitted).

8 Qullivan and Yates Indictment at p. 15. (“By falsely concealing line costs and thereby lowering
publicly reported expenses, SCOTT D. SULLIVAN and BUFORD YATES, JR., the defendants,
and their co-conspirators were able to assure that WorldCom’s 2001 Form 10-K reported to the
investing public that WorldCom'’ s line costs expressed as a percentage of overall company
revenues remained fairly consistent over athree-year period, namely 41.0% for 1999; 39.6% for
2000, and 41.9% for 2001, when, in truth and in fact, as SULLIVAN, YATES, and their co-
conspirators well knew, line costs as a percentage of overall company revenue for 2001 had
grown to approximately 50%.”)
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chronology of the actions its employees took in order to lie to consumers, shareholders, lenders,
vendors, and government regulators (including both this Commission and the SEC).2° Not only

does the Commission "refuse to tolerate deliberate misrepresentations,”®

it may also premise a
finding of lack of candor on omissions.®* That each are present in WorldCom'’ s dealings with the
Commission is irrefutable.®> Moreover, an examination of WorldCom's conduct will show lack

of candor in nearly al of WorldCom'’s dealings with other government agencies.

B. WorldCom Failsto Meet the Clear Minimum Character Qualification
Requirements Established by the FCC

Examination of non-FCC related misconduct of FCC licensees has been along-
established part of the licensing process for television and radio broadcasters because of the
FCC'’ srecognition that an applicant’s misconduct may reflect on the "likelihood that an applicant

will deal truthfully with the Commission and comply with the Communications Act and our rules

89 WorldCom June 25 Press Release; Revised Section 21(a)(1) Statement to SEC; WorldCom
Aug. 8 Press Release.

% Nick J. Chaconas for Renewal of License Sation WHMC, Gaithersburg, MD, Decision, 28
FCC 2d 231, 233 (1971). Seealso WOKO, Inc. v. FCC at 227; WMQOZ, Inc., 36 FCC 202, 237-
39 (1964), aff d 3 F.C.C.2d 637 (1966).

91 RKOv. FCC at 230.

92 |ate reporting often manifests an intent to delay or conceal the submission of damaging
information. Consequently, Section 1.65 issues are often independent grounds for designation
for hearing. See, e.g., Garden Sate Broadcasting Limited Partnership v. FCC, 996 F.2d 386,
393 (D.C. Cir. 1993) and David Ortiz Radio Corp. v. FCC, 941 F.2d 1253, 1259 (D.C. Cir. 1991)
(each holding that intentional violations of Section 1.65 are potentially disqualifying); Liberty
Cable Co., Inc., 11 FCC Rcd 14133, 14142 (1996) (designating Section 1.65 issues where
operator of fixed microwave service facilities failed to notify Commission of provision of service
to interconnected, noncommonly owned buildings and failed to notify Commission of premature
initiation of service); Maria M. Ochoa, 9 FCC Rcd 56, para. 25 (1993) (designating Section 1.65
issue where FM applicant failed to timely disclose nonavailability of transmitter site); Algreg
Cellular Engineering, 6 FCC Rcd 2921, para. 22 (1991) (designating Section 1.65 issue where
cellular applicant failed to submit timely reports of information germane to pending application;
ALJ may consider intent in determining remedy); Arizona Mabile, supra, 66 F.C.C.2d at 703
(designating Section 1.65 issue going to whether telephone companies "have continued to keep
the Commission advised of 'substantial and significant changes,’ as required by Section 1.65").
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and policies.”®® The decision to extend this same evaluation and analysis to nonbroadcast
licensees recognized that all FCC licensees are expected not only to meet the bare minimum of
compliance with al of the Commission’s rules, but also that licensees are expected to conduct
themselves in such away as not to violate any criminal statutes or other government agency
rules. The Commission thus evaluates this full range of conduct when determining an entity’s
fitness to become or remain a Commission licensee.

1 The Character Qualification Criteria Are Well Established and Plainly
Understood by All Commission Licensees

The Commission consistently focuses on three classes of nonFCC misconduct when
evaluating the qualifications of licensees such as WorldCom, determining whether there exists:

(1) adjudicated fraudulent statements to another governmental unit;

(2) crimina convictions involving false statements or dishonesty; and

(3) adjudicated violations of anticompetitive or antitrust laws in connection with station

related misconduct.®*
The Commission regularly examines these classes of conduct when considering applications for
assignment of authorizations from one entity to another. The Commission also takes these
classes into account when determining whether the totality of circumstances raises questions
about the licensee's character to the level necessary to prohibit the company from continuing as a
Commission licensee.*® WorldCom’s actions serve as prime examples of the type of conduct

contemplated by the first two classes.

93 Character Policy Satement at para. 7.

9 See Character Policy Statement at para. 10; Further Policy Satement at para 3.

% The Commission’s willingness to use the Character Policy Satement to evaluate the character
qualifications of a non-broadcast entity is well-established. See, e.g., Twiggs County Cellular

Partnership Macon-Warner Robins 14 FCC Rcd 9663, para. 10 (1999)(“Twiggs’ )(citing A.SD.
Answer Service, Inc., 1 FCC Rcd. 753 (1986)).
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a. WorldCom'’s Fraudulent Filings with the SEC Precludelt from
M eeting the Commission’s Char acter Requirements

It is indisputable that WorldCom made “fraudulent statements to another governmental
unit” by filing admittedly false 10-K statements with the SEC.%® By such actions, WorldCom
engaged in conduct that falls squarely within the first of the three classes of misconduct the
Commission cited as central to disqualifying an entity from being alicensee. Plainly,
WorldCom'’ s misrepresentations to the SEC and the company’ s numerous violations of securities
law disgualifies WorldCom from holding any FCC authorizations or certifications.

b. Guilty Pleas by WorldCom Officers Equal Criminal
Convictions Involving False Statements and Dishonesty

The actions of WorldCom'’s officers also fall within the second class of conduct
proscribed by the Character Policy Satement — “crimina convictions involving false statements
or dishonesty.”®’ As of the date of this filing, a number of WorldCom's officers have been
indicted on, and pled guilty to, felony charges of conspiracy to commit securities fraud and
making false statements to the SEC in the course of their employment. %

On September 26, 2002, David F. Myers, the Senior Vice President and Controller of
WorldCom during the pertinent time period, pled guilty to conspiracy to commit securities fraud,

securities fraud, and false filings with the SEC.*® The Honorable Richard Conway Casey of the

U.S. Digtrict Court, Southern District of New Y ork, accepted the guilty plea and directed the

% Character Policy Satement at para. 10.
97 Character Policy Satement at para. 10.
% Qullivan and Yates Indictment.

99 See supra note 16.
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preparation of a pre-sentencing report.'%

Sentencing has been scheduled for December 26,
200211

On October 7, 2002, another senior executive of WorldCom, Buford Y ates, Jr. who isthe
Director of General Accounting, pled guilty to securities fraud and conspiracy before U.S.
Magistrate Judge Andrew J. Peck, U.S. District Court, Southern District of New York.'%? The
Honorable Andrew J. Peck said he would recommend that U.S. District Judge Barbara S. Jones
accept the plea and sentencing was set for January 9, 2003.1%

Another key manager in Yates general accounting office, Betty Vinson, also pled guilty
to charges of conspiracy to commit securities fraud and securities fraud on October 10, 2002.104

The Commission generally restricts its inquiry into nonFCC misconduct to “adjudicated”
misconduct. Guilty pleas should be treated as the functiona equivalent of an adjudication. In
this case, the Senior Vice President and Controller of WorldCom has pled guilty to conspiracy to
commit securities fraud, securities fraud, and false filings with the SEC.1%® The Director of
Genera Accounting of WorldCom, Buford Y ates, Jr., and the Director of Management

Reporting, Betty Vinson, have pled guilty to conspiracy to commit securities fraud and securities

fraud.’%® Thus, federal criminal cases against officers of WorldCom have been adjudicated.

100 Id
101 Id

102 See supra note 17.

103 Id

104 See Ex WorldCom Execs Plead Guilty, October 11, 2002, available at
http://www.msnbc.com/news/819708.asp (last visited October 11, 2002)

105 See supra note 99.

108 See supra note 17.
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In addition to the conduct described in the pleas, much of WorldCom'’ s behavior comes
periloudly close to falling within this second class of proscribed conduct, and it may only be a
matter of time before there are further pleas and convictions. The SEC aready determined that
WorldCom engaged in “accounting improprieties of unprecedented magnitude”*°” and, based on
that determination, the SEC sought injunctive relief and civil monetary penaltiesin the U.S.
Didtrict Court. The SEC’sdecision to pursue a civil complaint against WorldCom and its
officersin Federal court represents a functional adjudication by the SEC that WorldCom and its
officers knowingly provided false information to the SEC and engaged in securities fraud.1%®
Indeed, the complaint, filed on behalf of the SEC by its General Counsel, bluntly states that
WorldCom “disguised its true operating performance” and “falsely portrayed itself as a
profitable business during 2001 and the first quarter of 2002” in violation of numerous
provisions of law and SEC regulation. ' Such alegations are not made lightly, and — when
considered in connection with the existing pleas — should serve to clearly establish the fact that

WorldCom engaged in behavior that is clearly contrary to Commission rules and policies.

2. WorldCom’s Conduct Resulted Not From Incompetence, But From
Calculated Fraud and Deception

It is clear that none of the Commission’s mitigating factors apply in this case. The
Commission found that factors such as “the willfulness of the misconduct, the frequency of the
misconduct, the currentness of the misconduct, the seriousness of the misconduct, that nature of

the participation (if any) of managers or owners, efforts made to remedy the wrong, overall

197 SEC June 26 Statement.

108 At the very least, the outcome of any adjudication of these matters will have an impact on
WorldCom' s fitness to remain a licensee under the standards articulated in the Commission’s
Character Policy Satement, and the FCC should be prepared to investigate the implications of
these adjudications whenever they are finalized.

199 o=C Complaint at 2.
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record of compliance with FCC rules and policies, and rehabilitation” should be considered when
determining whether an applicant or licensee has the requisite “propensity to obey the law.”**°
All such facts here weigh against WorldCom.

Here, it is clear that the misconduct occurred with the participation of — and indeed at the
direction of — officers and managers at the highest levels of the company, indicating a culture of
deception and fraud with well established roots in WorldCom' s executive offices. During his
alocution to the U.S. District Court, the Senior Vice President and Controller of WorldCom
during the relevant time period, David F. Myers, stated under oath that:

“. ..l wasinstructed on a quarterly basis by senior management to ensure that

entries were made to falsify WorldCom'’ s books to reduce WorldCom'’ s reported

actual costs and therefore to increase WorldCom' s reported earnings. Along with

others, who worked under my supervision and at the direction of WorldCom

senior management, such accounting adjustments were made for which | knew

that there was no justification or documentation and which | knew were not in

accordance with Generally Accepted Accounting Principles.”!!

Similarly, during his pleato U.S. Magistrate Judge Peck, WorldCom’ s Director of
General Accounting admitted that he “was directed by [his] supervisors to make adjustments to
WorldCom' s reported financial statements’ that “ contravened generally accepted accounting
principles.”!*? His attorney, David Schertler, stated that Mr. Y ates, Director of General
Accounting, “ strenuously objected to making those adjustments,” but when Mr. Y ates objected,

“he was told they had been approved by the highest levels of WorldCom management.”*3

10 Fyrther Policy Statement at para. 4.
111 See supra note 16.
112 See supra note 16

113 See Ben White, Yates Is Cooperating with Federal Probe, The Washington Post, Oct. 7, 2002
a El.
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Although the entire scope of the fraud committed by WorldCom remains to be fully
uncovered, WorldCom’s President and CEO has repeatedly admitted WorldCom'’ s “misdeeds’
in “misstat[ing] [its] earnings for the last five quarters.. . . "' Thisis not mere incompetence.
The scope of the misrepresentation whencombined with WorldCom'’ s disingenuous public mea
culpa’® produce a picture of a company where compliance with the law is not held to the high
standard expected in a Commission licensee. " At base, WorldCom' s behavior exhibits an
inherent disrespect for the confines of the law and the Commission’ s rules, and the Commission

must respond accordingly. 8

114 9dgmore July 8 Satement.

115 WorldCom Press Conference Statement, July 2, 2002, available at
http://www21.worldcom.com/infodesk/restatement/july2press/ (last visited Sept. 16, 2002). This
statement is appended as Attachment | (“WorldCom Press Conference Satement”).

118 see qupra note 25.

117 See supra text accompanying note 25 (Sdgmore Editorial); Matt Krantz, WorldCom's
insiders didn’t dump their stock, USA Today, Mar. 20, 2002, at
http://www.usatoday.com/money/tel ecom/2002-03- 21-worldcom insiders.htm; Denise
Pappal ardo, WorldCom troubles worsen, Network World Fusion, Nov. 8, 2000, available at
http://nwfusion.com/news/2000/1108wcsuit.html (last visited Sept. 12 2002).

118 Even if the Commission were not able to find that WorldCom (under either its current or
former directors) lacks the character to be alicensee, the FCC should still find WorldCom
unqualified to continue as a Commission licensee because WorldCom'’s principals have failed,
arefailing, and are likely to continue to fail to exercise sufficient control over the company’s
operations to ensure that WorldCom will abide by FCC regulations. See Duchossois
Communications Co. of Maryland, Inc., Memorandum Opinion & Order, 10 FCC Rcd 6688
(1995) (noting that Commission “ has, for example, designated issues for ‘willful and repeated’
violations of Commission legal and technical requirements, see Lewel Broadcasting, Inc. [86
F.C.C.2d 896 (1981) and Fred Kayshier [34 F.C.C.2d 788 (1970)], where the licensee’ s station
operation ‘was conducted in an exceedingly careless, inept and negligent manner and [where] the
licensee is either incapable of correcting or unwilling to correct the operating deficiencies’”; cf.
Trustees of the University of Pennsylvania, 69 F.C.C.2d 1394 (1978), recon. denied, 71 F.C.C.2d
416 (1979) (denying renewa where licensee delegated program control). There is sound
precedent for expecting telecommunications firms to exercise sufficient control to satisfy
Commission requirements, and for designating hearing issues when they are incapable of doing
s0. See Arizona Mobile Tel. Co., 66 F.C.C.2d 691, 707 (1977) (“Arizona Mobile”) (designating
issue going to “whether the management and operations of other licensees and companies owned
or controlled by Robert L. Starer has been so irresponsible, careless or inept that the applicants
cannot be relied upon to fulfill the responsibilities imposed upon them as licensees of this
Commission.”
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C. WorldCom’s Admitted Conduct Not Only Supports— but Demands—Action
by the Commission

WorldCom has publicly admitted its fraudulent actions in substantial part. In this respect,
the facts are undisputed, and waiting for formal adjudication is unnecessary. In any event, as the
Commission held in Character Policy Satement, where the conduct bearing on character is“so
egregious as to shock the conscience and evoke ailmost universal disapprobation,” the FCC may
consider the effect of the conduct before the matter is adjudicated.**® The notorious conduct at
issue in this case — what has been called the “largest instance of corporate fraud in the history of

U.S. commerce’*?°

— surely meets this standard. The charges against WorldCom are more than
mere allegations. The flood of information now deluging the public and investigators now
demonstrates that WorldCom does not possess the requisite propensity to obey the law. The
statements of the Chairman of the SEC, the Chairman of the FCC, and the President of the
United States have certainly indicated shock and disapprobation. 12

D. Expanded Control of the Information Infrastructure Demands Higher
Standards of Accountability

Through its subsidiaries, WorldCom is the custodian of a critical portion of the Internet
backbone and infrastructure and the provider of Internet services to alarge portion of the

American public.*?? Thus, it is even more imperative that the Commission evaluate WorldCom’s

119 Character Policy Satement at para 48, note 60.

120 Christopher Stern & Kathleen Day, U.S. Ready to Charge WorldCom Ex-Officers; Ebbers
May Be Among Target, Source Says, The Washington Post, July 26, 2002, at E1 (“Ebbers May
Be Among Target”).

121 See supra notes 15 - 22.
122 5ee e.g., Internet Problems Tied to WorldCom's UUNet Unit, The Washington Post, October

3, 2002 (“WorldCom’s UUNet unit, . . . carriesroughly half of U.S. Internet traffic. .. ."”),
available at http://www.washingtonpost.com/wp-dyn/articles/A 38808-20020ct3.html.

-32-



character to determine whether WorldCom is fit to be entrusted with significant control over the
American public’s essential personal communication and information gathering resources.

Since Internet services have been or will soon be classified as information services,*?3 it
is clear that Internet service providers have the ability to control content much like broadcasters.
AsTitle I11 licensees, broadcasters have been historically subject to strict character qualifications
in order to preserve the public’s First Amendment rights and to promote diversity of content. In
order to protect the American public’s access to personal communication and information
gathering resources, the Commission must apply strict character qualifications to custodians of
the Internet infrastructure and to providers of Internet services such as WorldCom to ensure that
such owners and providers possess the requisite good character qualifications.

E. Transfer of FCC Authorizations from WorldCom to WorldCom as Debtor-1n-

Possession is | nsufficient to Ensure Fitnessto Remain a Holder of FCC
Authorizations

The transfer of FCC authorizations from WorldCom to WorldCom:-DIP does not result in
the transfer of the authorizations to an entity which complies with the FCC’ s character
qualification requirements. Rather, the proposed transfer is but a mere formality — a shuffling of
papers — that involves no real change of control or responsibility. Therefore, any failures of
responsibility or rule violations by WorldCom must also be attributed to WorldCom:-DIP.

WorldCom filed its Chapter 11 petition under the provisions of 11 U.S.C. 88 101, et. seq.
(the “Bankruptcy Code”) and, pursuant to Sections 1107 and 1108 of the Bankruptcy Code,
WorldCom continues to operate its business and manage its FCC authorizations and assets as a

Debtor-In-Possession. The filing of the Chapter 11 petition did not create a new entity different

123 See In the Matter of Inquiry Concerning High-Speed Access to the Internet Over Cable and
Other Facilities; GN Docket No. 00-185, (March 15, 2002); FCC Initiates Proceeding To
Examine Regulatory Treatment Of Incumbent Carriers Broadband Services, FCC News
Release, December 12, 2001.
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from the pre-bankruptcy WorldCom.*?* If no trustee is appointed in the case, WorldCom will
continue to operate its business as a Debtor- 1 n-Possession until the case is converted or
dismissed or areorganization plan is confirmed. Asaresult, the filing of the Chapter 11 petition
did not result in any change in management or control of WorldCom and its operations and,
unless the bankruptcy court appoints a trustee for WorldCom, an act which it has not taken to
date, WorldCom will continue in control of its business operations and conduct of its affairs
before the FCC. While OC-UCC acknowledges that the Bankruptcy Court appointed Richard C.
Breeden to monitor WorldCom'’s business activities, it is not Mr. Breeden’s duty, nor is he
empowered, to ensure WorldCom’s compliance with Commission regulations or to protect the
public interest. Given the importance of the public interest obligations of Commission licensees,
the Commission should take no comfort in the stop- gap measure that Mr. Breeden’ s appointment
represents. 12°

The FCC cannot look to the creditors of WorldCom for comfort in knowing that
WorldCom'’ s conduct will be subject to any new controls or outside pressure to improve its
practices. Just last month, the Committee of Unsecured Creditors of WorldCom, Inc. reaffirmed
its faith in the same senior management and board that brought WorldCom to this state, noting

that it had been “working harmoniously and amicably” with CEO John Sidgmore and other top

WorldCom officers,*?®

124 5o NLRB v. Bildisco & Bildisco, 465 U.S. 513, 527-28 (1983).

125 ee e.g., Seth Schiesl, WorldCom Board Won't Oust Member, October 10, 2002, available at
http://www.nytimes.com/2002/10/09/busi ness/09T EL E.html ?ex=1034740800& en=18e2ff0743e
77467& ei=5062 (last visited October 11, 2002) (explaining that Breeden did not have the ability
to remove a board member whose conduct has generally been accepted as contrary to the
interests of the company)

126 gee WorldCom's Unsecured Committee Reaffirms Cooperative Relationship with WorldCom
Senior Management, September 20, 2002 at

http://www1.wo rldcom.com/global/news/news2.xml ?newsi d=4570& mode=long& lang=en& widt
h=530& root=/global/& langlinks=off (last visited October 6, 2002).



As amatter of general policy, the Commission will not approve an assignment or transfer
application where a licensee's qualifications to continue holding the license are at issue.'?” If,
after hearing, a licensee is found not qualified, there will be no license to assign. The
Commission did establish an exception to this general policy in Second Thursday.'?® In that
case, alicensee in hearing on qualifications issues was forced into bankruptcy, and the
bankruptcy trustee sought to assign the license to a new party. The Commission determined that
the license could be assigned without a hearing where the individuals charged with the
misconduct: (1) would have no part in the proposed operations, and (2) would derive no benefit
from the grant of the application or would receive only a minor benefit which would be
outweighed by equitable considerations in favor of innocent creditors.*?°

In Second Thursday, the Commission refused to grant the licenses without a hearing
because the wrongdoers in control of the licensee “might be benefited substantially [by the
assignment of licenses] . . . and such a benefit would be inconsistent with the public interest.”*%°
However, once the principals waived their claims to the benefits of the corporation, the
Commission found that the public interest was served by the assignment of the licenses, because
the transfer “eliminat[ed] . . . any significant benefits to the alleged wrongdoers . . . "3
In accordance with Commission precedent, WorldCom cannot assign its licenses to

WorldCom Debtor- in-Possession without a hearing as to its character qualifications. The

assignment to this shell entity would benefit those wrongdoers that remain in power at

127 e Jefferson Radio v. FCC, 340 F.2d 781 (D.C. Cir. 1964).

128 Second Thursday Corp., 22 FCC 2d 515, 516, recon. granted, 25 FCC 2d 112 (1970)(“Second
Thursday” ).

129 |d. at 516.
130 |d. at 520.
Blos FC.c.2d 112, 113.
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WorldCom.**? Under Second Thursday, the Commission may assign the licenses of WorldCom
to an entity with clean hands — a trustee who can oversee either the continuing operations or the
sale of these assets. OC-UCC believes that the Commission must be a part of the processin
order to protect the public interest and suggests the bankruptcy court and Commission work
together to identify such atrustee.

Clearly, the only difference between pre-bankruptcy WorldCom and WorldCom-DIP isa
meaningless change in words that will do nothing to prevent further harm to the public interest.
As such, the Commission has an obligation to designate these licenses for hearing. A hearing
will ensure that the licenses at issue are placed under the control of an entity which is qualified to
preserve and protect the public interest.

F.  WorldCom’'s Deliberate Misdeeds Have Har med—And Will Continue To

Harm—Consumers, Vendors, Shareholders, Lenders, The
Telecommunications Industry, And The American Economy.

WorldCom'’s fraud and deceit have and continue to cause harm ét &l levels of the
economy. Investors, employees and consumers will pay a high price as the economy struggles to
recover from the largest bankruptcy ever. However, even if the extent of the direct harm is ever
fully calculated, the economy and individuals may never be able to quantify the indirect harm
done by WorldCom’ s deceit, fraud and mismanagement.

1 WorldCom’s Fraud Will Have An Incalculable Negative Effect On The
Telecommunications Industry And The U.S. Economy.

The total negative effect of WorldCom’s fraud will continue to be felt throughout the
telecommunications industry and the U.S. economy for years, if not decades, to come. Indeed,

WorldCom’ s fraud will “ripple through the telecom sector to the corner store, gashing local

132 See supra notes 125 and 126.
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businesses and hampering economic recoveries.”*3* According to Senate Majority Leader Tom
Daschle, “thousands and thousands of employees are now out of work. Thousands more are
facing serious financial harm asa result of the manipulations of [WorldCom's] books.”*3*

While the full range of WorldCom’s debt is not yet known, WorldCom has already
admitted to at least $41 billion in debt, including billions of dollars owed to banks and other
lending institutions, equipment vendors, and hundreds of rural and competitive local exchange
carriers.’® Much, if not all, of that debt is likely to be discharged by the bankruptcy court.
Moreover, “[t]housands of creditors will be lucky to get pennies on the dollar from WorldCom . .
.."13¢ Asadirect result, consumers, vendors and other communications carriers will be left
holding the bag for WorldCom’ s misdeeds.

WorldCom'’ s unpaid debts to lending institutions represent billions of dollars that will be
unavailable to the telecommunications industry, adversely affecting businesses that are already
“in need of financing to support their capital-intensive enterprises. . . ."**" WorldCom has

business relationships with “[m]ost of the USA’s 1,200 small phone companies. . . [which

account] for 5% to 10% of [the 1,200 small phone companies'] revenue.”**® Further, after the

133 Jon Swartz, WorldCom Woes Ripple Throughout Economies, USA Today, Aug. 9, 2002 at 1B
(“WorldCom Woes Ripple Throughout Economies”).

134 Angry Bush promises WorldCom Probe, Reuters, June 26, 2002 available at
wysiwyg://77/http://msn.com.com/2100-1105-939702.html.

135 See WorldCom, Inc. Voluntary Chapter 11 Petition, filed July 1, 2002; Proffer of Testimony
of Susan Mayer in Support of Adequate Assurance Motion at 6, Case No. 02-13533
(AJG)(S.D.N.Y.).

136 \WorldCom Woes Ripple Throughout Economies.

137 Financial Turmoil in the Telecommunications Marketplace: Maintaining the Operations of
Essential Communications, Hearings Before the S. Comm. on Commerce, Science and Transp.,
107™ Cong. (2002) (written statement of Michael K. Powell, Chairman, FCC), available at
http://hraunfoss.fcc.gov/edocs public/attachmatch/DOC-224797A1.pdf (last visited Sept. 6.
2002)(“Powell July 30 Statement”).

138 \Wor|dCom Woes Ripple Throughout Economies.
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banks, “WorldCom's biggest creditors tend to be regional telephone companies . . . ."*3°

Additionally, “[h]undreds, if not thousands of [telecommunications suppliers] are ‘going to take
it on the chin’” as aresult of WorldCom's fraud.4°

The imposition of this unrecoverable debt on WorldCom'’ s innocent creditors will act asa
financia albatross around the neck of an already depressed market segment. Some companies
may themselves be forced to seek bankruptcy protection as a result, leading to a “ripple effect”
that will be felt across the entire industry. *** WorldCom's accounting fraud resulted in "a
lingering stench that has poisoned our industry,” according to Sprint Chairman and Chief
Executive Officer William Esrey.'? The pressure to compete in the market, and to match the
growth claimed by companies that later turned out to be cooking the books, pushed
telecommunications companies into unreasonable expansion, foolishinvestments, and
unsustainably low pricing, Mr. Esrey said.'*® He expects the effects of those business decisions
to continue haunting the telecommunications industry for many years. "We kept asking ourselves

what we were doing wrong because we couldn't gererate the numbers WorldCom reported . . . .

As we discovered, the margins were a hoax but the devastating effect on our industry was very,

139 Id
140 Id

141 « Certainly if WorldCom knocks down other telecoms, the impact on the overall economy

multiplies. More investors will lose their shirts. Banks with close ties to the telecom industry will
continue to suffer.” Kevin Maney & Andrew Backover, WorldCom's Bomb, USA Today, July
22, 2002, at B1. Even without the threat of harmful effects of WorldCom’s fraud on innocent
and law-abiding carriers, capital expenditures in the telecom equipment industry have declined
from $113 billion in 2000, to $93 billion in 2001, to an estimated $51 hillion in 2002. James P.
Parmelee et al., Telecom Equipment — Wireline Update, Credit Suisse First Boston, June 26,
2002.

142 Stacy Cowley, Sprint CEO blasts WorldCom, IDG News Service, Oct. 2, 2002 (quoting
William Esrey’ s keynote address at Internet World Fall 2002), available at
http:www.nwfusion.com/news/2002/1002sprintceo.html (last visited at October 8, 2002).

143 Id
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very real."*** As competitors disappear, the consumer will suffer from fewer services and less
innovation, in direct contravention of the goals of the Telecommunication Act of 1996.

For those companies that survive, capital will become more scarce and expensive, as the
bal ance sheets of these carriers become less attractive. Investors will be less likely to risk their
investment in the telecommunications sector. As a result, carriers may not have the necessary
reserves to develop and deploy important broadband and other data platforms, to effectively
upgrade existing networks, or to add new or maintain existing jobs in the telecommunications
field.

WorldCom’s misdeeds will also deliver a devastating blow to the well- recognized and

critical “capital shortage facing the telecommunications industry” *4°

—an industry that Chairman
Powell has already characterized as “riding onvery stormy seas.”1*¢ Chairman Powell has also
noted that telecommunications is an industry “where nearly 500,000 people in the United States
alone have lost their jobs and approximately $2 trillion of market value has been lost in the last
two years.”**’ In sum, the telecommunications industry faces “deepening trouble following . . .
WorldCom’s [fraud],”**® which will have a substantially negative effect on the growth of
traditional communications services and, particularly, on the deployment of new services.

The ramifications resulting from WorldCom'’ s fraud are particularly troublesome because

new investment in broadband is critically important to the national economy. A stagnation in

new investment will certainly hurt the telecommunications industry, but it will also cause wider

144 Id

145 Powell July 30 Satement, at 11.
1991d. at 6.

147 Id

148 gteve Alexander, WorldCom Bankruptcy Portends Changes In Telecom Arena, Star Tribune,
July 29, 2002.
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negative impacts on the American economy generally. As President Bush has stated, “[i]n order
to make sure the economy grows, we must bring the promise of broadband technology to
millions of Americans.”*4°

The failure of the American telecommunications industry to grow will have dire
consequences for the nation’ s telecommunications infrastructure and consequently our national
defense and emergency preparedness as well as everyday educational and communications

needs.

2. Consumers Of Telecommunications Services May Well Pay Higher
Prices As A Direct Result of WorldCom’s Ddliber ate Fraud.

Consumer rates for a wide variety of telecommunications services could directly increase
as aresult of WorldCom’s misconduct. As one of WorldCom's largest group of creditors,
regional telephone companies will struggle to recover from the debt discharged by the
Bankruptcy Court. Assmaller carriers, such as rate of return and price cap local exchange
carriers, struggle to survive in the wake of the WorldCom scandal, these carriers may look to
recover WorldCom’ s defaulted debts through an increase in their federal rates, which will pass at
least some of the cost of the WorldCom bankruptcy through to consumers.

For rate of return carriers, WorldCom's fraud could lead to increased rates for consumers
of those carriers that use 2002 as a “test period” to set rates. Price cap carriers are somewhat
more constrained when it comes to recovering debts such as those owed by WorldCom, but there

are mechanisms in the price cap system that allow price cap carriers to recover certain costsin

149 Remarks by the President at the Economic Forum Plenary Session, Aug. 13, 2002, available
at http://www.whitehouse.gov/news/rel eases/2002/08/20020813-5.html (last visited Sept. 16,
2002)(“My administration is promoting investment in broadband. We will continue to work to
prevent new access taxes on broadband technology. If you want something to be used more, you
don't tax it. And broadband technology is going to be incredibly important for us to stay on the
cutting edge of innovation here in America.”).

-40-



the form of higher rates. If WorldCom'’s discharged debts are factored into a “low-end

adjustment”*>° or are afforded exogenous treatment, customer rates may increase. *>*
WorldCom’ sfraud has had the proximate effect of flouting the Commission’s entire

regulatory structure, thereby defrauding the industry—and ultimately consumers—of vast sums

of money and potential investment. These effects are the result not of an accounting mistake or

error in judgment, but of WorldCom'’ s intentional deception.

VI. THE COMMISSION MUST DENY THE ASSIGNMENT APPLICATIONS AND

DESIGNATE THEM FOR HEARING ON WORLDCOM'’S CHARACTER
QUALIFICATIONS

The Commission must deny the pending assignment applications and designate them for
hearing. Unanswered, WorldCom'’ s actions make a mockery of the Communications Act and its
statutory mandate to the Commission to protect the public interest. The Commission must take
affirmative action to force WorldCom to answer for its behavior. Given the clear and convincing
evidence presented here, the Commission has ample factual grounds on which to base a decision
to designate them for hearing.

Similarly, the Commission has broad legal authority to issue such an order. Section 4(i)
of the Act grants the Commission wide-ranging authority to enforce its rules and regulations,

providing that it “may perform any and all acts [to] issue such orders, not inconsistent with this

10| a price cap carrier’ s return during the previous year falls below 10.25%, the carrier may
adjust the price cap index to retarget its earnings in the current period to 10.25%. Thus, if a
carrier has sufficiently low earnings so that WorldCom' s discharged debts trigger this “low end
adjustment,” or if a carrier would be entitled to file for a“low end adjustment” on other grounds,
the price cap carrier would be allowed to increase rates because of the would-be losses to achieve
a10.25% return.

151 Under section 61.45(d) of the Commission’ s rules, a price cap carrier may obtain an
exogenous cost adjustment for a category of costs not already provided for in the exogenous cost
rule. Bankruptcy related discharges are not among the categories specified in section 61.45(d) of
the Commission’s rules.
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Act as may be necessary in the execution of its functions.”**> The Commission must use its
authority to demand that WorldCom demonstrate its fithess to be a Commission licensee,
because deception of this magnitude cannot go unpunished. Clearly, the Commission has all
legal authority necessary to carry out its statutory mandate to protect the public interest from
WorldCom’s misconduct. Accordingly, the Commission must designate these applications for
hearing and work to ensure that they are placed in the control of a more qualified entity.

VIl. CONCLUSION

Given the evidence of WorldCom'’s wrongdoing, the Act, well- settled Commission
policies, and the public interest mandate that the Commission deny consent to WorldCom’s
Assignment Applications because WorldCom is unfit to remain a FCC licensee, and because the
transfer of WorldCom’s FCC Authorizations from WorldCom to WorldCom-DIP will not result
in the transfer of the FCC Authorizations to an entity which has the sufficient character
qualifications to be a Commission licensee. WorldCom'’s admitted fraudulent activities, criminal
indictments, and guilty pleas clearly demonstrate that WorldCom lacks sufficient character to
remain a FCC licensee and, to permit WorldCom to continue to be a FCC licensee is per se
inconsistent with the public interest, convenience and necessity.

Thus, using its established authority and processes, the Commission must exercise its
duty to examine whether the public interest is served by permitting WorldCom to continue to
hold these FCC Authorizations. In doing so, the Commission should designate WorldCom’s
Assignment Applications for a hearing to confirm that WorldCom is unfit to be a Commission
licensee. Upon confirming that the facts of WorldCom’s wrongdoing are indeed as stated above,

the Commission must ensure that WorldCom’s FCC Authorizations are only assigned to an

15247 CF.R 8 4(i).
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assignee with sufficient character qualifications. In order to secure the continuation of services
to the public, the Commission should work with the Bankruptcy Court to appoint a trustee to
hold WorldCom’'s FCC Authorizations and operate the company until a proposed assignee or
assignees with sufficient character acceptable to the Commission can be found.

The Commission has a mandate and a duty not to ignore WorldCom’ s pervasive and
repeated wrongdoing —wrongdoing carried out by senior executives of the company some of
whom will continue to lead WorldCom during its Chapter 11 bankruptcy and post-bankruptcy. >3
The Act and the Commission’s own rules and precedent require the Commission to act
expeditioudly to protect the public. In order to further ensure that the public interest is protected,
OC-UCC isfiling on this same day a Petition for Rulemaking requesting the Commission to
clarify specific conduct standards for telecommunications providers. OC-UCC proposes that the
Commission do this through a review of the character conduct of various Commission regulates,
including WorldCom, pursuant to the Commission’s authority under Section 403 of the Act.
Moreover, OC-UCC intends to monitor the activities of WorldCom and to file appropriate
pleadings, in accordance with Commission rules and other laws, with the Commission upon

WorldCom’ s filing of requests for authorization with the Commission.

153 The Committee of Unsecured Creditors of WorldCom, Inc. reaffirmed its faith in the same
senior management and board who led WorldCom into bankruptcy and subject to administrative
and criminal proceedings, noting that it had been “working harmoniously and amicably” with
CEO John Sidgmore and other top WorldCom officers. See supra note 126.



Accordingly, for the reasons set forth above and in accordance with the Act and well-
established Commission rules and procedures, OC-UCC respectfully requests that the
Commission: (1) deny the applications filed by WorldCom seeking Commission consent to
assign all of the FCC authorizations issued to, or held by, WorldCom from WorldCom to
WorldCom-DIP; (2) designate WorldCom’s Assignment Applications for hearing to determine
that WorldCom is unfit to be a Commission licensee; and (3) work with the Bankruptcy Court to
appoint atrustee to hold and operate the FCC Authorizations until an acceptable proposed
assignee can be found in order to ensure that WorldCom's FCC Authorizations are only assigned

to an assignee with clean hands and with sufficient character qualifications.

Respectfully submitted,

OFFICE OF COMMUNICATION OF
THE UNITED CHURCH OF CHRIST

October 15, 2002 By: é L

Gregg P. Skall, Esguire

Patricia M. Chuh, Esquire

Joan Stewart, Esquire

Mark Blacknell, Esquire

Womble Carlyle Sandridge & Rice, PLLC
1401 Eye Street, N.W.

Seventh Floor

Washington, D.C. 20005

202/857-4400

Its Attorneys




ATTACHMENT A
PENDING APPLICATIONS



WORLDCOM AND SUBSIDIARY PENDING FCC APPLICATIONS AND REQUESTS

CALLSIGN
N/A

N/A

N/A

N/A

N/A

N/A

N/A
WMHB877
N/A

N/A
KFK28
N/A

N/A

N/A

N/A

WPK X357
N/A

N/A

N/A

N/A
WPQN546
N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
WHI966
WHT665
WNEK802
WHT665
WHT665

KNSC579

FILE NO.
20000818AAA

20010420AGB
19960510Cl
19971107AJ
19971107AK
19971107AL
20010126AAZ
20020820AAB
0000999049
0000996769
20020820AAA
0000998447
0001001637
0001001655
0001001683
0001013011
0001047876
0000995974
19961007DJ
19961022ES
0000056180
0000999425
0000881371
0000881384
0000881407
0000881436
0000882989
0000882376
0000892685
0000892691
0000999137
199750688
199850191
199850064
20010330AAQ
20010516AAD

20010329AAF

(sorted by licensee name)

SERVICE APPLICANT/LICENSEE/ASSIGNEE

MD
MD
MD
MD
MD
MD
MD
MD
AL
AL
MD
AL
AL
AL

AL

AL

MD

MD

CG
AL

CG
CG
CG
CG
CG
CG
CG
CG
CG
MD

MD

MD

MD

MD

MD

APPLIED VIDEO TECHNOLOGIES, INC.
APPLIED VIDEO TECHNOLOGIES, INC.
ATLANTIC MICROSYSTEMS, INC.
BUFFALO LICENSE, INC.

BUFFALO LICENSE, INC.

BUFFALO LICENSE, INC.
COMMONWEALTH LICENSE, INC.

CSWIRELESS SYSTEMC, INC. (DIP)
EXPRESS COMMUNICATIONS, INC., (DIP)
INTERMEDIA COMMUNICATIONS (DIP)
INTERMEDIA SERVICES, LLC (DIP)
INTERMEDIA SERVICES, LLC (DIP)

MCI WORLDCOM COMMUNICATIONS, INC.
(DIP)

MCI WORLDCOM COMMUNICATIONS, INC.
(DIP)

MCI WORLDCOM COMMUNICATIONS, INC.
(DIP)

MCI WORLDCOM NETWORK SERVICES, INC.

MCI WORLDCOM NETWORK SERVICES, INC.

MCI WORLDCOM NETWORK SERVICES, INC.

(DIP)
ROCHESTER LICENSE, INC.

ROCHESTER LICENSE, INC.

SKYTEL COMMUNICATIONS, INC.
SKYTEL COMMUNICATIONS, INC. (DIP)
SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP.

SKYTEL CORP. (DIP)

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

DATE FILED
8/18/2000

4/20/2001

Accepted
5/17/1996
11/7/1997

11/7/1997
11/7/1997
1/26/2001

8/20/2002
8/16/2002
8/14/2002
8/20/2002
8/15/2002
8/19/2002

8/19/2002
8/19/2002
8/29/2002
10/3/2002
8/13/2002
10/7/1996
10/22/1996

12/10/1999
8/16/2002
5/9/2002
5/9/2002
5/9/2002
5/9/2002
5/10/2002
5/17/2002
5/17/2002
5/17/2002
8/16/2002
Accepted
5/22/1997
Tendered
2/13/1998
Accepted
11/7/1997
3/30/2001

5/16/2001

3/29/2001

TYPE OF APPLICATION

New Station Application for MDS
1, 2A channels

New Station Application for MDS
1, 2A channels

New Station Application for MDS
2A channel

New Station Application for the
MDS F Group channels

New Station Application for MDS
Channel H-1

New Station Application for MDS
Channel H-3

New Station Application for MDS
Channel 2A

Assignment of License
Assignment of License
Assignment of License
Assignment of License
Assignment of License
Assignment of License

Assignment of License
Assignment of License
Renewal Application
New Station Application
Assignment of License

New Station Application for MDS
Channel 1

New Station Application for the
MDS E Group Channels

New Station Application
Assignment of License

New Station Application

New Station Application

New Station Application

New Station Application

New Station Application

New Station Application

New Station Application

New Station Application
Assignment of License

Minor Modification

Extension

Major Modification
Major Modification
Major Modification

Major Modification



CALLSIGN
KNSC579

WHT739

WMI355

WPW94

WNTD998

WNTL542

WLK226

KNSD211

KNSD212

KNSD213

KNSD215

KNSD214

WHT740

WHT710

KNSC668

KNSC667

KNSC767

WLW881

WLW848

KNSC218

KNSC891

KNSC495

WMI883

WMI883

WMI883

KNSC605-HO01

WPW94-B01

WNTD998-B01

WNTL542-B01

KNSC257-H01

KNSC257-H02

FILE NO.
20010516AAE

20010423AAA
199550388
199950146
199950145
199950149
20010710AAA
199809110P
199809110Q
199809110R
199809110T
199809110S
20010423AAB
199850285
20000731AAC
20000731AAD
20000809AAA
20000808AAA
20000808AAB
20000726AAP
20000321AAH
20000321AAG
20010723AAA
20011128AAB
199950365
20011113AAD
199950144
199950147
199950148
20020430AAH

20020430AAJ

SERVICE APPLICANT/LICENSEE/ASSIGNEE

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

DATE FILED
5/16/2001

4/23/2001
Tendered
1/3/1995
Accepted
1/22/1999
Accepted
1/22/1999
Accepted
1/22/1999
7/10/2001
9/11/1998
9/11/1998
9/11/1998
9/11/1998
9/11/1998
4/23/2001
Tendered
3/10/1998
7/31/2000
7/31/2000
8/9/2000
8/8/2000
8/8/2000
7/26/2000
3/21/2000
3/21/2000
7/23/2001
11/28/2001
Tendered
6/17/1999
11/13/2001
Accepted
1/22/1999
Accepted
1/22/1999
Accepted
1/22/1999
4/30/2002

4/30/2002

TYPE OF APPLICATION

Major Modification
Major Modification
Major Modification
Major Modification
Major Modification
Major Modification
Minor Modification
Major Modification
Major Modification
Major Modification
Major Modification
Major Modification
Major Modification
Extension

Major Modification
Major Modification
Major Modification
Major Modification
Major Modification
Major Modification
Major Modification

Major Modification

Initial Certification of License

Major Modification
Extension

Major Modification
Major Modification
Major Modification
Major Modification
Major Modification

Major Modification



CALLSIGN
KNSC216-H01

KNSC449-H01

KNSC449-H04

WLK?225

WCU573

WHC998

WPE97-HO1

KNV65

WLW859

WNTI314

KNSE270-HO1

WMI855

WJIM63-HO1

KNSC410-HO01

WHT729

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

FILE NO.
20011205AAC

20020507AAA

20020507AAB

20010525AAB

20020619AAD

20020619AAH

20020619AAA

20020619AAF

20020619AAE

20020619AAG

20010525AAA

20020619AAJ

20011128AAA

20011226AAA

20010605AAA

20000811AAB

20000811AAA

19960510FO

19960510FN

20000818ACG

20000818ABD

20000802AA0

20000802AAN

20000801AAA

20000808AAC

20000808AAD

19960531AG

19960510FV

19960510FU

19960510FT

SERVICE APPLICANT/LICENSEE/ASSIGNEE

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

MD

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

DATE FILED
12/5/2001

5/7/2002

5/7/2002

5/25/2001

6/19/2002

6/19/2002

6/19/2002

6/19/2002

6/19/2002

6/19/2002

5/25/2001

6/19/2002

11/28/2001

12/26/2001

6/2/2001

8/11/2000

8/11/2000

5/10/1996

5/10/1996

8/18/2000

8/18/2000

8/2/2000

8/2/2000

8/1/2000

8/8/2000

8/8/2000

5/31/1996

5/10/1996

5/10/1996

5/10/1996

TYPE OF APPLICATION
Minor Modification

Major Modification
Major Modification
Major Modification
Extension
Extension
Extension
Extension
Extension
Extension

Minor Modification
Initial Certification of License
Major Modification
Major Modification
Major Modification

New Station Application for the
MDS F Group channels

New Station Application for the
MDS E Group Channels

New Station Application for the
MDS H-3 Channel

New Station Application for the
MDS-2 Channel

New Station Application for the
MDS 1 & 2A Channels

New Station Application for the
MDS 1 & 2A Channels

New Station Application for the
MDS F Group channels

New Station Application for the
MDS E2,E3, & E4 Channels

New Station Application for the
MDS E Group Channels

New Station Application for the
MDS E2,E3, & E4 Channels

New Station Application for the
MDSF1, F2, & F3 channels

New Station Application for the
MDS H-3 Channel

New Station Application for the
MDS H-3 Channel
New Station Application for the
MDS H-2 Channel
New Station Application for the
MDS H-1 Channel



CALLSIGN
N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

FILE NO.
20000802AAJ

20000802AAB

19961021EQ

20000804AAA

20000808AAE

20020820AAC

20020820AAD

20020820AAE

0000999185

SERVICE APPLICANT/LICENSEE/ASSIGNEE

MD

MD

MD

MD

MD

MD

MD

MD

AL

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

WORLDCOM BROADBAND SOLUTIONS, INC.

(DIP)

WORLDCOM BROADBAND SOLUTIONS, INC.

(DIP)

WORLDCOM BROADBAND SOLUTIONS, INC.

(DIP)

WORLDCOM BROADBAND SOLUTIONS, INC.

(DIP)

Radio Service Codes
AL - All ULS Licenses
CG - Air-ground Radiotelephone
|G - Industrial/Business Pool, Conv.
MD - Multipoint Distribution Service

DATE FILED
8/2/2000

8/2/2000

10/21/1996

8/4/2000

8/8/2000

8/20/2002

8/20/2002

8/20/2002

8/16/2002

TYPE OF APPLICATION
New Station Application for the
MDSF1, F2, & F3 channels

New Station Application for the
MDS E Group Channels

New Station Application for the
MDS F Group channels

New Station Application for the
MDS E3 & E4 Channels

New Station Application for the
MDSF1, F2, & F3 channels

Assignment of License
Assignment of License
Assignment of License

Assignment of License



ATTACHMENT B
FACTS



WorldCom’s Public Admissions and the Known Facts Surrounding Its Scandals
Reveal a Deep-Rooted Culture of Fraud and Deception

WorldCom'’ s bankruptcy is unprecedented—not only because of the immense amount of

money involved, but because the bankruptcy is a direct result of deliberate, blatant and audacious

t. 154

fraudulent acts carried out by the company’ s senior managemen While the entire scope of

WorldCom’s wrongdoing is not yet known, the facts already discovered—many of which have
been admitted by the company—reveal that WorldCom’ s actions were deliberate and

calculated:*®®

On June 25, 2002, WorldCom admitted unprecedented accounting irregularities—
irregularities intended to make the company look profitable when it was not.
Specificaly, WorldCom admitted that “certain transfers from line cost expenses to
capital accounts...were not made in accordance with generally accepted accounting
principles (GAAP).”**® These transfers, totaling $3.055 billion in 2001 and $797

154 Hearing Before the S. Comm. of Commerce, Science and Transp., 107" Cong.
(2002)(statement of John W. Sidgmore, President and CEO, WorldCom, Inc.)(indicating that
thereisa“direct link” between “past accounting irregularities’ and WorldCom’ s bankruptcy) at
http://www21.worldcom.com/infodesk/statements/073002/. Mr. Sidgmore’ s statement is
appended as Attachment G.

155 | n addition to all of WorldCom'’s admissions of fraud and criminal indictments, in March
2002 the SEC investigated loans in excess of $400 million that WorldCom made to Mr. Ebbers,
which were “the largest a publicly traded company has given to an officer in recent memory.”
Jared Sandberg, WorldCom Says Board Members Sold Stock to Cover Debt, WALL ST. J., May
21, 2002. On March 11, 2002, the SEC requested information regarding loans from WorldCom
to its corporate officers. WorldCom Receives SEC Inquiry, WorldCom Press Release, March 11,
2002, at

http://www1.worldcom.com/gl obal/about/news/news2.xml Znewsid=2010& mode=long& lang=en
& width=530& root=/global/about/& langlinks=off (last visited Sept. 16, 2002). This probe led to
the eventual resignation of Mr. Ebbers on April 30, 2001. WorldCom Inc. Announces Executive
Changes, WorldCom Press Release, April 30, 2002, at

http://www1.worldcom.com/gl obal/about/news/news2.xml ?newsid=2491& mode=long& lang=en
& width=530& root=/global/about/& langlinks=off (last visited Sept. 16, 2002).

156 \WorldCom Announces I ntention to Restate 2001 and First Quarter 2002 Financial
Statements, WorldCom Press Release, June 25, 2002, available at
http://www1.worldcom.com/global/about/news/news2.xml ?newsi d=3230& mode=Iong& lang=en
& width=530& root=/global/about/ (last visited Sept. 16, 2002) (“WorldCom June 25 Press
Release”). This announcement is appended as Attachment H.




million in 2002, were made during 2001 and the first quarter of 2002—and were
reflected in various government filings and public statements. >’

> Without these transfers, WorldCom’'s EBITDA would have been reduced to
$6.339 bhillion for 2001 and $1.368 billion in the first quarter of 2002, and the
company would have reported a net loss for 2001 and first quarter 2002.%°8

> WorldCom’s President and Chief Executive Officer, John W. Sidgmore,
publicly acknowledged the company’s “misdeeds,”®® indicating that
WorldCom “misstated [its] earnings for the last five quarters.”*®°

» InaJduly 8, 2002 SEC filing, WorldCom acknowledged that “there was no
directly applicable accounting support” for its large transfers. %

On June 26, 2002, the SEC determined that the “WorldCom disclosures confirm that
accounting improprieties of unprecedented magnitude have been committed in the
public markets.”**?> Based on this determination, the SEC contemporaneously filed a
complaint against WorldCom in U.S. District Court, seeking injunctive relief and
civil monetary penalties. In its complaint, the agency stated, in part, that WorldCom
“defrauded investors...[i]n a scheme directed and approved by its senior
management” in violation of the Securities Exchange Act of 1934.163

»  The SEC Complaint stated that, as a result of the intentional misallocation of
costs, WorldCom's 10-Q reports for the second, third and fourth quarter of
2001 and the first quarter of 2002, as well as the 10-K form filed for the full
year 2001, contained false and mideading statements with respect to material
facts.'®* According to the SEC, the misleading statements were the result of

157 Id

158 Id

159 gdgmore July 8 Satement.
180 \AorldCom Press Conference Satement.

161 Revised Satement Pursuant to Section 21(a)(1) of the Securities Exchange Act of 1934 re
WorldCom, Inc., HO-09440 (July 8, 2002), at

http://www1.worldcom.com/global/investor relations/revised section21.pdf (last visited Sept. 9,
2002) (“Revised Section 21(a)(1) Statement to SEC”).

162 o= statement Concerning WorldCom (June 26, 2002), at
http://www.sec.qgov/news/press/2002-94.htm (last visited Sept. 16, 2002)(“SEC June 26
Satement”).

163 EC Complaint at 1.
164 o£C Complaint at 5.



WorldCom’s failure to disclose its improper accounting of line costs, failing to
disclose that its accounting treatment of these costs had changed, and failing to
disclose that its line costs were increasing as a percentage of revenue.'®® The
intent and effect of this accounting legerdemain was to inflate WorldCom'’ s net
revenues and, thus, to decelve those who read and relied on WorldCom's
statements.

SEC Charman Harvey L. Pitt, later said that “[w]hat happened at
WorldCom...is an outrage. What we aso know we're looking at isn't a
mistake, it's a fraud.”*¢®

The Sullivan and Yates Indictment stated that the fraudulent accounting
changes were made at the direction of Scott D. Sullivan, WorldCom'’s then
Chief Financia Officer, and David F. Myers, the company’s thenSenior Vice
President and Controller.*®’

InitsJuly 8, 2002 SEC filing, WorldCom stated that during May 2002, its internal
auditors “began an investigation of certain of the Company’s capital expenditures
and capital accounts.”*®® Cynthia Cooper, a corporate Vice President, headed the
internal audit.’*® By early June, Ms. Cooper had “determined that a number of

questionable transfers had been made into the Company’ s capital accounts during

2001 and the first quarter of 2002.”*"° She discussed these findings with Mr.
Sullivan, who asked her to delay the audit.*™*

>

WorldCom's submission to the SEC also included an internal memorandum
from Mr. Sullivan, in which he outlined the accounting irregularities.”? In
effect, Mr. Sullivan said that the management of WorldCom had ingtituted a
cost deferral system in order to continuously match up costs and revenues—a
system by which costs and revenues would be kept in constant balance.*”® Mr.

165 o£C Complaint at 3-4.

166 See supra note 15.

167 United States v. Sullivan and Yates, Indictment 02 Cr., 24-25 (S.D.N.Y. Aug. 27,
2002)(“Sullivan and Yates Indictment”).

168 Revised Section 21(a)(1) Statement to SEC.

169 Id
170 Id

171 Id

172 Revised Section 21(a)(1) Satement to SEC, Exhibit 4.

173 Id



Sullivan further said that “[a]t the time of the cost deferral, management had
determined that future economic benefit would be derived from these
contractual commitments as the revenues from these service offerings reached
projected levels’ and that “management fully believed that the projected
revenue increases would more than offset the future lease commitments and
deferred costs under the agreements.”*"

On August 8, 2002, WorldCom announced further accounting irregularities. The

company admitted to the SEC that it “ discovered an additional $3.3 billion in

improperly reported earnings...for 1999, 2000, 2001 and the first quarter of 2002.""

»  WorldCom aso acknowledged that “additional amounts of improperly reported
EBITDA and pretax income may be discovered and announced . . . .” as the
company’s investigation continues.1’®  WorldCom may write off all existing
goodwill and intangibles, totaling $50.6 billion when its revised financial
statement s are released.*’’

Throughout this period, WorldCom insiders personally benefited from WorldCom's
misstatement of earnings by the trading large amounts of stock at inflated prices. For example,
Mr. Sidgmore sold $70.7 million worth of WorldCom shares in 1999 and $48 million in 1998, 18
while CEO Bernard Ebbers sold WorldCom stock for over $70 million in September 2000.17°

Prior to the company’ s June announcement, WorldCom took great pains to concea its

accounting improprieties.

174 Id

175 \WorldCom Announces Additional Changes to Reported Income for Prior Period, WorldCom
Press Release, Aug. 8, 2002 available at

http://www1.worldcom.com/gl obal/about/news/news2.xml ?newsid=4111& mode=long& lang=en
& width=530& root=/global/about/ (last visited Sept. 6, 2002) (“WorldCom Aug. 8 Press
Release”). This pressreleaseis appended as Attachment K.

176 Id

177 Id

178 See supra note 117 (WorldCom' s insiders didn’t dump their stock).

17 See supra note 117 (WorldCom troubles worsen).



The company did not disclose its changed accounting practices to its outside
auditors.*®

The company also failed to publicly disclose its changed practices to the SEC
even though its 10-K filings, as required, detailed other significant changes in
its accounting practices. '8!

On August 27, 2002 afederal grand jury indicted Mr. Sullivan and WorldCom’s
former Director of General Accounting, Buford Y ates, Jr., for fraud and numerous
violations of the Securities Exchange Act. 2

>

The Indictment charged that Mr. Sullivan, Mr. Yaes and *“co-
conspirators...engaged in an illegal scheme to inflate artificially WorldCom’s
publicly reported earnings by falsely and fraudulently reducing reported line
cost expenses.”*®3  Further, “SULLIVAN, YATES, and their co-conspirators
made these false and fraudulent journal entries in WorldCom'’s general ledger
knowing, and intending...that the investing public would rely on such
overstated earnings.”*8*

While WorldCom’ s Board of Directors has focused on the actions of Mr. Sullivan and

Mr. Myers, it seems clear that other senior WorldCom managers were directly involved in, had

knowledge of or reasonably should have known of the company’s financial deceptions.

>

The Justice Department averred that besides Mr. Sullivan and Mr. Myers,
“others known and unknown” have “unlawfully, willfully, and
knowingly...directly and indirectly...engag[ed] in acts...which operated and
would operate as a fraud and deceit upon the purchasers and sellers of
WorldCom . .. "%

The U.S. Attorney’s Office informed the U.S. District Court that the
“‘government is continuing its investigation and we do plan to supersede at

180 gorn deposition of Paul J. Higgins, Special Agent, Federal Bureau of Investigation, in U.S.
v. Scott D. Sullivan and David F. Myers at 13, (filed July 31, 2002 in Sealed Complaint
Proceeding in U.S. District Court, Southern District of New Y ork)(“Higgins Deposition”).

181 o£C Complaint at 4.

182 gae Qullivan and Yates I ndictment.

183 |d. at 15.

184 Id

185 Higgins Deposition at 2.



some point, to add charges to the same scheme and to potentialy add
defendants.””

»  Moreover, Mr. Sullivan stated that other senior WorldCom officials were
involved in the determination to misstate earnings. In describing his actions to
the Board of Directors and in his guilty plea allocution before the U.S. District
Court, Mr. Sullivan stated that the changes in accounting practices were made
by the “management” of WorldCom.8®

»  During his guilty plea allocution to the U.S. District Court on September 26,
2002, Mr. Meyers admitted that he:

was instructed on a quarterly basis by senior management to
ensure that entries were made to falsify WorldCom’ s books to
reduce WorldCom'’ s reported actual costs and therefore to
increase WorldCom' s reported earnings. Along with others, who
worked under my supervision and at the direction of WorldCom
senior management, such accounting adjustments were made for
which | knew that there was no justification or documentation
and which | knew were not in accordance with Generally
Accepted Accounting Principles. '8’

»  On October 7, 2002, Buford Y ates, Jr., the Director of General Accounting at
WorldCom, admitted that he was directed to make adjustments to WorldCom'’s
financial statements that contravened generally accepted accounting principles,
during his guilty plea to U.S. Magistrate Judge Andrew J. Peck. Mr. Yates
attorney, David Schertler, also stated that “[Mr. Yates] strenuously objected to
making those adjustments,” but when Mr. Yates objected, “he was told they
had been approved by the highest levels of WorldCom management.”188

> It is clear from documents provided to the House Committee on Financia
Services that WorldCom’s current CEO, Mr. Sidgmore, had some knowledge
of the company’s financia straits (and the fraudulent reporting of a profit for
2001). Upon learning of WorldCom'’s declining revenue in October 2000, Mr.
Sidgmore wrote to Mr. Sullivan stating “it’s going to take some pretty fancy
explaining [to show good revenue results].”*&°

186 Revised Section 21(a)(1) Satement to SEC, Exhibit 4.
187 United Sates v. Myers, Plea, Case no. 02 Cr. 1261 (S.D.N.Y. September 26, 2002).
188 See supra note 17.

189 See supra note 29.



Throughout this period, it is apparent that WorldCom's Board of Directors, and
particularly its Audit Committee, reasonably could have learned of the wrongdoing but failed to

do so.

»  WorldCom's Board of Directors, when presented with the opportunity to
apprise themselves of the company’s fraud in other sSituations, faled to
aggressively and forthrightly pursue the facts. More than a year ago, two
WorldCom employees complained to supervisors about accounting
irregularities for calendar year 2000 and, in fact, accounting irregularities were
the subject of an ongoing shareholder lawsuit.'%° However, it does not appear
that the company’s Board of Directors or its Audit Committee bothered to
investigate the allegations.

»  This nonchalance continued until shortly before WorldCom’s improprieties
became public knowledge. As part of her investigation, Ms. Cooper apprised
the Chairman of the WorldCom Board’s Audit Committee, Max Bobbitt, of the
wrongdoing and proposed to apprise the Audit Committee at its June 14, 2002
meeting. Mr. Bobbitt, however, declined Ms. Cooper’s proposal . *%*

Remarkably, WorldCom failed to take any responsibility for its actions. In contrast to
WorldCom'’ s public campaign of contrition and cooperation and despite the mounting evidence
of wrongdoing on a massive scale, the company’s insistent legal position is that it has done

absolutely nothing wrong. In fact, in court filings, WorldCom specifically denied “defraud[ing]

investors’ by “improperly transferring certain costs to its capital accounts [and] falsely

1192 Wh|| e

portray[ing] itself as a profitable business during 2001 and the first quarter of 2002[]
at the same time—Mr. Sidgmore “ apologize[s| on behalf of everyone at WorldCom” for the

company’ s “misdeeds.”%3

190 Neil Weinberg, Asleep at the Switch: WorldCom Book-Cooking Was Laid Out a Year Ago,
Forbes, July 22, 2002.

191 Revised Section 21(a)(1) Satement to SEC at 3.
192 \WorldCom Answer at 1-2.

193 Sdgmore July 8 Statement.
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Further Statement of I nterest
of the
Office of Communication
of the United Church of Christ, Inc.

OC-UCC's decision to bring the issues regarding WorldCom'’ s character qualifications to
the Commission's attention harkens back to UCC's own history as a public interest force in the
communications industry. Asillustrated in the Petition, UCC brought and pursued the first
complaints against Jackson, Mississippi‘s rigidly segregated television stations in 1955, resulting
— after pursuing the matter though the Federal courts — the adoption of rules by the Commission
which pushed many of the industries under FCC authority to made great strides in desegregating
and in promoting equal opportunity.

Today, other forms of misconduct by FCC regulatees, in addition to discrimination,
diminish the "rapid, efficient, nationwide and world-wide wire and radio communication service
with adequate facilities at reasonable charges' that all Americans are entitled to expect from their
FCC regulated industries. %

The Petition emphatically believes that system that allowed the failures of WorldCom
illustrates why the full participation of all Americans in the regulation of telecommunications
and information technology isjust as essentia to the success of the economy, and to democracy,
as access to broadcast television was in [966.

Here is what can happen to a host of stakeholders when a telecommunications regul atee
perpetuates a fraud of the scale and nature detailed here:

Investors in the telecommunications sector of our economy |ose confidence; small
investors lose their shirts. Aware that internal controls and regulatory oversight are
so weak that systemic fraud can take down a huge company like WorldCom,

investors become hesitant to underwrite new facilities or innovative new services, or
to bear the cost of finding ways to more efficiently use excess capacity. Small and

194 47 U.S.C. § 151 (1996).



large telecommunications enterprises experiencedifficulty raising capital on
reasonable terms. Consequently, the industry as a whole may no longer provide
optimal levels and varieties of service.

Ratepayers will inevitably pay higher prices for telecommunications services. When
a mgor telecommunications company like WorldCom implodes, that company
becomes focused on survival -- not on competing effectively. With one fewer
aggressive long distance competitor, long distance prices inevitably will increase and
service levels inevitably will decline. Those most deeply affected are likely to be
residential customers, particularly those residing in the rural and low income areas
that are already the least well served by the telecommunications industry.

Employees who lost their jobs in the wake of the WorldCom scandal will have fewer
opportunities to put their unique and specialized skills to good use. "Retraining” may
not be an option when there are mouths to feed. Families whose breadwinners lost
their jobs will have to leave their homes, their churches, their friends and neighbors
and move to other states where there might be some chance of gainful employment.
With their pensions and 40l (k) plans wiped out, many will have to rebuild from
nothing.*%°

Potential employees will recognize that the instability of the telecommunications
sector does not offer the promise of along and stable career. Talented people will
choose other fields of study; talented entrepreneurs will choose other fields of
enterprise. The loss of future brainpower means the loss of future industry
competitiveness.

Honest telecom companies will be deprived of the full competitive value of the
services of skilled employees. As noted above, potential newcomers to the field will
avoid telecommunications careers, and former WorldCom employees will endure
periods of unemployment during which they will not remain current on the
technology. Telecom companies innocent of wrongdoing inevitably will bear some
of the burden of industry wide employee dislocations.

Rural consumers and the poor are already inadequately served by
telecommunications.*®® They suffer from racial and economic disparities in online

195 For a thorough and poignant discussion of what happens to employees in a bankruptcy, see
Shawn Y oung, In Bankruptcy, Getting Laid Off Hurts Even Worse: WorldCom's Ex-Employees
Suffer Loss of Severance, End of Health Insurance, Wall ST. J., Sept. 30, 2002, at p. | col. 6.
Compare the plight of these workers to that of the executives who ran the companies that had to
lay them off. Homes of the Rich and Famous: *“ While former WorldCom CFO Scott Sullivan sat
stoically before lawmakers last week —amid cries that executives responsible for corporate
scandals be jailed — construction continued on his $15 million lakeside mansion in Boca Raton,
Fla.” USA Today, July 14, 2002, at http://www.usatoday.com/money/economy/housing/2002-
07-15-rich-infamous- homes.htm.

198 ECC, New Telephone Subscribership (released February 7, 2002) (data as of July, 2001),
reporting that telephone penetration for the nation was 95.1%, and for households with incomes



internet access'®” and in broadband access.*®® Thanks to WorldCom's misdeeds, they
will experience slower growth in access to the telecommunications infrastructure. In
particular, the Universal Service Fund and the e-rate program are driven by the
volume of industry service, and those service levels will be suboptimal as investors
move their money to other sectors of the economy.

Communities face economic and socia disaster if they were highly dependent on
WorldCom's employee payrolls, property taxes and corporate citizenship. A prime
example is Jackson, Mississippi, the original home of WorldCom. Downtown
Jackson still houses much of the back office staff of the company. Today, the city
faces a body blow to its economic stability and to its ability to serve the pressing
educational and health care needs of its predominately low income, African
American population.

Without doubt, the impact of the failure of a major telecommunications services and
infrastructure provider on the public interest cannot be underestimated. OC-UCC now steps
forward to raise the issue and pursue the measures necessary with the same dedication and zeal

that it did with its public interest advocacy in broadcasting.

over $60,000 it was 98.9%; but for households with annual incomes below $5,000 it was only
8l.7%. Telephone penetration was 95.8% for White households, 91.3% in Hispanic households
and 90.3% in African American households.

197 See NTIA, A Nation Online: How Americans Are Expanding Their Use of the Internet
(released Feb. 2002) (data as of Sept. 2001) (finding that children 10-17 years old exhibited
Internet use rates as follows by race: Asian American/Pacific Ianders. 79.4%; Whites. 79.7%;
African Americans. 52.3%; Hispanics. 47.8%. Children 10-17 years old in families in the less
than $15,000 income bracket had a 45.7% Internet use level, while children in familiesin the
$75,000 and above income bracket had an 87.5% Internet use level).

198 | nquiry Concerning the Deployment of Advanced Telecommunications Capability to All
Americans, Third Report, FCC 02-33 (released Feb. 6, 2002) (data as of June 2001) (finding that
high speed subscribers were reported in 97% of the most densely populated zip codes but in only
49% of the lowest population density zip codes. The FCC did not determine whether more than
one resident in these zip codes had high speed service. High speed subscribers were reported in
96% of the top one-tenth of zip codes ranked by median family income, but in only 59% of the
Zip codes with the lowest median family income. The report candidly acknowledged that "some
of the low-income zip codes that have high-speed subscribers include businesses or industrial
areas of major cities that have large demand for high-speed services. Thus, high-speed
availability for residential low-income residents in these zip codes may actually be less prevalent
than suggested here."). Id. at para. 38.
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STATEMENT OF
JOHN W. SIDGMORE
PRESIDENT & CHIEF EXECUTIVE OFFICER
WORLDCOM, INC.
BEFORE THE
COMMITTEE ON FINANCIAL SERVICES
U.S. HOUSE OF REPRESENTATIVES

JULY 8, 2002

My name is John Sidgmore and I am the President and Chief Executive Officer of
WorldCom, Inc. About two months ago, when I agreed to take over as CEO, it was clear
that the company faced significant challenges. But I never imagined what was in store

for us.

Since WorldCom's public announcement on June 25, 2002 that the company misstated its
earnings for 2001 and the first quarter of 2002, there’s been an understandable outpouring
of anger from every quarter of American society. While the misdeeds we uncovered
occurred before I became CEO, I want to apologize on behalf of everyone at WorldCom.
And I want to underscore that WorldCom's new management team — and our more than

60,000 employees — share the public’s outrage over these events.



I cannot change the past. But I am responsible for what we do now and in the future. In
this statement, 1 will outline a number of important steps that we have already taken and
that we will take in the coming months. Let me remind you at the outset, however, that
WorldCom uncovered this problem internally. In effect, we audited our external auditors
— we found what they missed -- and promptly brought this matter to the attention of the
Securities and Exchange Commission (SEC). Looking ahead, my actions will be guided
by my commitment to restore public confidence in this great company and to operate

WorldCom according to the highest standards of ethics and integrity.

One of the most important steps we can take is to make sure that past transgressions are
fully investigated and that wrongdoers are punished. Then we can move forward in an
open and hone st manner. We are therefore cooperating fully with the various official
investigations — by the SEC, the Department of Justice and the Congress -- to ensure that

those responsible are brought to justice.

For example, on July I, 2002, we filed a written statement with the SEC that included a

summary of key events, known to us at that time, that led to our June 25" announcement.
A copy of the statement we provided to the SEC is attached. As you will note, it detailed
how the accounting irregularities were recently discovered by our internal audit team, led
by Ms. Cynthia Cooper. The kind of initiative demonstrated by our internal audit group is

to be applauded and will continue to be encouraged. Our SEC statement also documents




actions taken by our Board of Directors when the matter was brought to its attention. The
Board moved swiftly and decisively. Its actions included terminating our Chief Financial

Officer and promptly reporting the matter to the SEC and to the public.

Our SEC filing was not, of course, the last word. I had a productive telephone
conversation with SEC Chairman Harvey Pitt and his staff last week. We offered to
clarify certain points in our July 1 statement and reiterated our commitment to work

closely with the Commission’s staff as its own investigation moves forward.

Many questions still remain. We won’t know the answers until the conclusion of the
pending investigations. We will continue to cooperate fully with the various agencies

and the Congress to answer those questions.

WorldCom is being proactive. With the full support of WorldCom’s new management
team, the company’s non- management directors retained William McLucas, former Chief
of the Enforcement Division of the SEC, to perform an independent investigation of the
facts and circumstances underlying the transfers. He will investigate not only our past
and current management team, but also our Board regarding any individual involvement.
His report will identify the wrongdoers and it will clear those who had no involvement.
Let me emphasize that Mr. McLucas’ investigation also has a broader purpose; namely,
to enable us to put into place new or modified internal procedures to prevent any

recurrence of this type of event.




If we are to be a model for corporate behavior going forward, we must be transparent and
above reproach. Therefore, in our July 1 SEC statement, we clearly stated that we were
examining whether additional earnings restatements might be required for periods going
back to 1999 with respect to the accounting for reserves established by the company. We
are committed to completing this analysis, with the assistance of our new external
auditors, KPMG, at the earliest possible date and to announcing the results of that

analysis promptly.

Through these and other steps, we will restore public trust in WorldCom. While our
reputation has suffered a tremendous blow, ours is a great company that the new

management team will do everything in our power to save.

Millions of people have a real stake in WorldCom’s survival — our customers, our
employees, our lenders, our shareholders, and our suppliers. But it goes beyond that: the
United States itself has a major stake in our survival. We play a vital role in America's

telecommunications infrastructure:

e WorldCom is a strong, innovative company with tremendous assets. We have
annual revenues of more than $30 billion, and even after our recent layoffs, we

have more than 60,000 employees.




e  WorldCom has more than 20 million customers. On the residential side, our MCI
phone service handles 70 million phone calls every weekend alone. And tens of
thousands of businesses depend on our services to support their mission-critical

applications.

e  WorldCom is the largest Internet carrier in the world. Our operations provide

Internet services to some 100 countries on six continents.

e WorldCom is a provider of network services for critical applications for the
United States Government. These applications include the provision of customer
service to 80 million Social Security beneficiaries, air traffic control applications
for the Federal Aviation Administration, network management for the Department
of Defense, and critical data network services for the U.S. Postal Service. In
addition, WorldCom provides long distance woice and data communications
services for the House, the Senate, and the General Accounting Office. Our
company provides those same kinds of services for virtually every government
agency under its FTS2001 contract. In addition, WorldCom provides support for
law enforcement and homeland security agencies, as well as agencies concerned

with national security.

In other words, WorldCom is a key component of our nation’s economy and
communications infrastructure. Both commercial and national security interests rely

upon WorldCom’s operations continuing without disruption. Let me assure this




Committee that WorldCom is honored by the faith and trust placed in us by our
customers, large and small, public and private. We have earned their business by
providing them superior pricing and service. We intend to keep their business by

continuing to provide them with unsurpassed quality and value.

Furthermore, WorldCom’s presence ensures competition in the rapidly consolidating
telecom industry. No other company’s legacy matches ours in terms of promoting
competition and delivering its benefits to consumers and businesses in both pricing and
product innovation. WorldCom is one of the last hopes for America to realize the

intended benefits of the 1996 Telecom Act.

We are committed to our company’s survival. I have been fighting hard to keep the
company operating at full speed despite the issues that now surround us. Although we
have significant cash on hand, we are in close communications with our lenders to secure

replacement lines of credit.

We are also streamlining the business by selling non-core assets and taking other steps to
raise capital and trim expenses, allowing us to focus on our core business and our
customers’ needs. When all is said and done, the best way to rebuild shareholder value,
serve our customers, save jobs, and promote our nation’s interests is to have an ethical

and profitable business.




Today, WorldCom needs the support, understanding and patience of our customers, our
suppliers, our lenders and the American people. And we need your support. We will
continue to be straight about any problems we may discover and act aggressively to solve

them.

Mr. Chairman and members of the Committee, we will work hard to regain your trust and
that ofthe American people, as well as to rebuild the value of the company. We will
return your faith in us by making a significant difference in the marketplace — providing
industry-leading telecom services and unsurpassed value to consumers and businesses

everywhere.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

The following statements are or may constitute forward-looking statements within the meaning of
the Private Securities Litigation Reform Act of 1995:

(ii) any statements preceded by, followed by or that include the words “intends,

(i) any statements contained or incorporated herein regarding possible or assumed future results
of operations of WorldCom’s business, anticipated cost savings or other synergies, the markets
for WorldCom’s services and products, anticipated capital expenditures, the outcome of euro
conversion efforts, regulatory developments or competition;

9«

estimates,”
should,” “could,” or similar ex ressions; and
b 2

29« 2« 29«

“believes,” “expects,” “anticipates,

(iii) other statements contained or incorporated by reference herein regarding matters that are not

historical facts.

Because such statements are subject to risks and uncertainties, actual results may differ materially
from those expressed or implied by such forward-looking statements; factors that could cause actual
results to differ materially include, but are not limited to:

economic uncertainty;
the effects of vigorous competition;

the impact of technological change on our business, alternative technologies, and dependence on
availability of transmission facilities;

risks of international business;

regulatory risks in the United States and internationally;

contingent liabilities;

uncertainties regarding the collectibility of receivables;

risks associated with debt service requirements and our financial leverage;
uncertainties associated with the success of acquisitions;

the ongoing war on terrorism; and

the other risks referenced from time to time in WorldCom’s filings with the Securities and
Exchange Commission.

Potential purchasers of WorldCom capital stock are cautioned not to place undue reliance on such
statements, which speak only as of the date thereof.

The cautionary statements contained or referred to in this section should be considered in
connection with any subsequent written or oral forward-looking statements that may be issued by
WorldCom or persons acting on its behalf. We undertake no duty to update these forward-looking
statements, even though our situation may change in the future.



PART I
ITEM 1. BUSINESS
General

Organized in 1983, WorldCom, Inc., a Georgia corporation, provides a broad range of
communications services to both U.S. and non-U.S. based businesses and consumers. We are a global
communications company utilizing a strategy based on being able to provide service through our own
facilities throughout the world instead of being restricted to a particular geographic location. We call
this our “on-net” strategy. The on-net approach allows our customers to send data or voice
communications across town, across the U.S., or to any of our networks in Europe or Asia, often
without ever leaving our networks. The on-net approach provides our customers with superior reliability
and low operating costs. Our core business is communications services, which includes voice, data,
Internet and international services.

On June 7, 2001, our shareholders approved a recapitalization involving the creation of two
separately traded tracking stocks:

e WorldCom group stock, which is intended to reflect the performance of our data, Internet,
international and commercial voice businesses and is quoted on The Nasdaq National Market
under the trading symbol “WCOM?”, and

* MCI group stock, which is intended to reflect the performance of our consumer, small business,
wholesale long distance voice and data, wireless messaging and dial-up Internet access businesses
and is quoted on The Nasdaq National Market under the trading symbol “MCIT”.

In connection with the recapitalization, we amended our articles of incorporation to replace our
existing common stock with two new series of common stock that are intended to reflect, or track, the
performance of the businesses attributed to the WorldCom group and the MCI group. Effective with
the recapitalization on June 7, 2001, each share of our existing common stock was changed into one
share of WorldCom group stock and Y25 of a share of MCI group stock.

A tracking stock is a separate class of a company’s common stock intended to provide a return to
investors based upon the financial performance of a distinct business unit of the company, sometimes
referred to as the targeted business. These targeted businesses are collections of businesses that we
have grouped together in order for us to issue WorldCom group stock and MCI group stock. The
ownership of the targeted business does not change, and while each of the classes of stock trade
separately, all shareholders are common shareholders of a single company, WorldCom, and are subject
to all risks of an investment in WorldCom as a whole.

During the second quarter of 2001, we declared the initial quarterly dividend for the MCI group
stock. A cash dividend of $0.60 per share of MCI group stock, or approximately $70 million in the
aggregate, was paid on October 15, 2001 to shareholders of record as of the close of business on
September 28, 2001. Dividends of $0.60 per share of MCI group stock were also declared during the
third and fourth quarters of 2001 which have been or will be paid in 2002.

The MCI group was initially allocated notional debt of $6 billion and our remaining debt was
allocated on a notional basis to the WorldCom group. We intend, for so long as the WorldCom group
stock and the MCI group stock remains outstanding, to include in our filings under the Securities
Exchange Act of 1934, as amended, the combined financial statements of each of the WorldCom group
and the MCI group. These combined financial statements will be prepared in accordance with
accounting principles generally accepted in the United States, and in the case of annual financial
statements, will be audited. These combined financial statements are not legally required under current
law or SEC regulations.

Voting rights of the holders of the WorldCom group stock and the MCI group stock are prorated
based on the relative market values of WorldCom group stock and MCI group stock. We will conduct
shareholder meetings that encompass all holders of voting stock. The WorldCom group and the MCI



group shareholders will vote together as a single class on all matters brought to a vote of shareholders,
including the election of our directors.

Our board of directors may at any time convert each outstanding share of MCI group stock into
shares of WorldCom group stock at 110% of the relative trading value of MCI group stock for the
20 days prior to the announcement of the conversion. No premium will be paid on a conversion that
occurs after June 7, 2004.

If all or substantially all of the WorldCom group or MCI group assets are sold, either: (i) the
relevant shareholders will receive a distribution equal to the fair value of the net proceeds of the sale,
either by special dividend or by redemption of shares; or (ii) each outstanding share of MCI group
stock will be converted into shares of WorldCom group stock at 110% or 100% of the relative trading
value of MCI group stock for a 10 trading day period following the sale.

We serve as a holding company for our subsidiaries’ operations. References herein to WorldCom,
“we,” “our,” or “us” include WorldCom, Inc. and our subsidiaries, unless the context otherwise
requires. Additionally, information in this document has been revised to reflect the stock splits of our

common stock.

Business Combinations

Intermedia. On July 1, 2001, we acquired Intermedia Communications Inc. for approximately
$5.8 billion, including assumed long-term debt, pursuant to the merger of a wholly owned subsidiary
with and into Intermedia, with Intermedia continuing as the surviving corporation and as a subsidiary
of WorldCom. As a result of the Intermedia merger, we acquired a controlling interest in Digex,
Incorporated, or Digex, a provider of managed Web and application hosting services. In connection
with the Intermedia merger, stockholders of Intermedia received one share of WorldCom group stock
(or 57.1 million WorldCom group shares in the aggregate) and %25 of a share of MCI group stock (or
2.3 million MCI group shares in the aggregate) for each share of Intermedia common stock they
owned. Holders of Intermedia preferred stock, other than Intermedia’s 13.5% Series B Redeemable
Exchangeable Preferred Stock due 2009, or Intermedia Series B Preferred Stock, received one share of
a class or series of our preferred stock, with substantially identical terms, which were established upon
consummation of the Intermedia merger. As a result of the merger with Intermedia, we own
approximately 90% of the voting securities of Intermedia.

Upon effectiveness of the merger with Intermedia, the then outstanding and unexercised options
for shares of Intermedia common stock were converted into options exercisable for an aggregate of
approximately 10 million shares of WorldCom group stock having the same terms and conditions as the
Intermedia options, except that the exercise price and the number of shares issuable upon exercise
were divided and multiplied, respectively, by 1.0319. The merger with Intermedia was accounted for as
a purchase.

The purchase price in the Intermedia merger was allocated based on appraised fair values at the
date of acquisition. This resulted in an excess purchase price over net assets acquired of $5.1 billion of
which $67 million was allocated to customer lists, which will be amortized over approximately four
years on a straight line basis. The remaining excess of $5.0 billion has been allocated to goodwill and
tradename which are not subject to amortization and the goodwill is not expected to be deductible for
tax purposes.

In connection with the Intermedia merger, the Antitrust Division of the Department of Justice
required us to dispose of Intermedia’s Internet service provider business, which provided integrated
Internet connectivity solutions and effective December 1, 2001, we sold substantially all of the Internet
related assets for approximately $12 million. In addition to this required divestiture, we also committed
to a plan to sell Intermedia’s Advanced Building Network business, which provides centralized
telecommunications services in multi-tenant commercial office buildings, and the systems integration
business through which Intermedia sells, installs, operates and maintains business telephony customer
premise equipment for its customers. We included the appraised fair values of these assets to be



disposed of in our initial allocation of the Intermedia purchase price and also included accrued
anticipated losses expected to be incurred through disposal date. Any difference between the actual
results of operations and the amounts accrued will result in an adjustment of goodwill unless there is a
difference resulting from a post-merger event. We anticipate that we will complete the planned
disposals of the remaining identified businesses before the third quarter of 2002.

Since the Intermedia merger, we initiated plans to improve cash flow and operating results by
reorganizing and restructuring Intermedia’s operations. These plans include workforce reductions and
other administrative cost savings, the discontinuance of all product lines with unacceptable or negative
margins and the ultimate disposal of all assets associated with such product lines or businesses.

SkyTel Communications. On October 1, 1999, we acquired SkyTel Communications, Inc., pursuant
to the merger of SkyTel with and into a wholly owned subsidiary of WorldCom. Upon consummation of
the SkyTel merger, the wholly owned subsidiary was renamed SkyTel Communications, Inc. SkyTel is a
leading provider of nationwide messaging services in the United States. SkyTel’s principal operations
include one-way messaging services in the United States, advanced messaging services on the narrow
band personal communications services network in the United States and international one-way
messaging operations.

As a result of the SkyTel merger, each outstanding share of SkyTel common stock was converted
into the right to receive 0.3849 shares of WorldCom common stock, par value $.01 per share, or
approximately 23 million WorldCom common shares in the aggregate. Holders of SkyTel’s $2.25
Cumulative Convertible Exchangeable Preferred Stock received one share of WorldCom Series C $2.25
Cumulative Convertible Exchangeable Preferred Stock for each share of SkyTel preferred stock held.
The SkyTel merger was accounted for as a pooling-of-interests; and accordingly, our financial
statements for periods prior to the SkyTel merger have been restated to include the results of SkyTel.

MCI. On September 14, 1998, we acquired MCI Communications Corporation for approximately
$40 billion, pursuant to the merger of MCI with and into a wholly owned subsidiary of WorldCom.
Upon consummation of the MCI merger, the wholly owned subsidiary was renamed MCI
Communications Corporation. MCI became a wholly owned subsidiary of WorldCom. Through the
merger with MCI, we acquired one of the world’s largest and most advanced digital networks,
connecting local markets in the United States to more than 280 countries and locations worldwide.

As a result of the merger with MCI, each outstanding share of MCI common stock was converted
into the right to receive 1.86585 shares of WorldCom common stock or approximately 1.13 billion
WorldCom common shares in the aggregate, and each share of MCI Class A common stock
outstanding (all of which were held by British Telecommunications plc) was converted into the right to
receive $51.00 in cash or approximately $7 billion in the aggregate. The funds paid to British
Telecommunications were obtained by WorldCom from (i) available cash as a result of our $6.1 billion
public debt offering in August 1998; (ii) the sale of MCI’s Internet backbone facilities and wholesale
and retail Internet business to Cable and Wireless plc for $1.75 billion in cash on September 14, 1998;
(iii) the sale of MCI’s 24.9% equity stake in Concert Communications Services to British
Telecommunications for $1 billion in cash on September 14, 1998; and (iv) availability under our
commercial paper program and credit facilities.

Upon effectiveness of the merger with MCI, the then outstanding and unexercised options
exercisable for shares of MCI common stock were converted into options exercisable for an aggregate
of approximately 125 million shares of WorldCom common stock having the same terms and conditions
as the MCI options, except that the exercise price and the number of shares issuable upon exercise
were divided and multiplied, respectively, by 1.86585. The merger with MCI was accounted for as a
purchase.

Embratel. On August 4, 1998, MCI acquired a 51.79% voting interest and a 19.26% economic
interest in Embratel Participacoes S.A., Brazil’s facilities-based national and international
communications provider, for approximately R$2.65 billion (U.S. $2.3 billion). The purchase price was



paid in local currency installments, of which R$1.06 billion (U.S. $916 million) was paid on August 4,
1998, R$795 million (U.S. $442 million) was paid on August 4, 1999, and the remaining R$795 million
(U.S. $444 million) was paid on August 4, 2000. Embratel provides domestic long distance and
international telecommunications services in Brazil, as well as over 40 other communications services,
including leased high-speed data, Internet, frame relay, satellite and packet-switched services. Operating
results for Embratel were consolidated in our accompanying consolidated financial statements from the
date of the MCI merger through 2000.

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel. The restructuring included the resignation of certain Embratel board of
directors seats, the irrevocable obligation to vote a portion of our common shares in a specified
manner and the transfer of certain economic rights associated with such shares to an unrelated third
party. Based on these actions, the accounting principles generally accepted in the United States prohibit
the continued consolidation of Embratel’s results. Accordingly, we have deconsolidated Embratel’s
results effective January 1, 2001.

CompuServe. On January 31, 1998, WorldCom acquired CompuServe Corporation for
approximately $1.3 billion, pursuant to the merger of a wholly owned subsidiary of WorldCom, with and
into CompuServe. Upon consummation of the merger with CompuServe Corporation, CompuServe
Corporation became a wholly owned subsidiary of WorldCom.

As a result of the merger with CompuServe Corporation, each share of CompuServe Corporation
common stock was converted into the right to receive 0.609375 shares of WorldCom common stock or
approximately 56 million WorldCom common shares in the aggregate. Prior to the merger with
CompuServe Corporation, CompuServe Corporation operated primarily through two divisions:
Interactive Services and Network Services. Interactive Services offered worldwide online and Internet
access services for consumers, while Network Services provided worldwide network access, management
and applications, and Internet services to businesses. The merger with CompuServe Corporation was
accounted for as a purchase.

ANS. On January 31, 1998, we also acquired ANS Communications, Inc. from America
Online, Inc. for approximately $500 million, and entered into five year contracts with AOL under which
WorldCom and its subsidiaries provide network services to AOL. Additionally, AOL acquired
CompuServe’s Interactive Services division and received a $175 million cash payment from WorldCom.
WorldCom retained the CompuServe Network Services division. ANS provided Internet access to AOL
and AOL’s subscribers in the United States, Canada, the United Kingdom, Sweden and Japan. The
transaction with AOL was accounted for as a purchase.

Brooks Fiber Properties. On January 29, 1998, WorldCom acquired Brooks Fiber Properties, Inc.
pursuant to the merger of a wholly owned subsidiary of WorldCom, with and into Brooks Fiber
Properties. Upon consummation of the merger with Brooks Fiber Properties, Brooks Fiber Properties
became a wholly owned subsidiary of WorldCom. Prior to the merger, Brooks Fiber Properties acquired
and constructed its own state-of-the-art fiber optic networks and facilities and leased network capacity
from others to provide long distance carriers, Internet Service Providers, wireless carriers and business,
government and institutional end users with an alternative to the incumbent local exchange carriers for
a broad array of high quality voice, data, video transport and other telecommunications services.

As a result of the merger with Brooks Fiber Properties, each share of Brooks Fiber Properties
common stock was converted into the right to receive 2.775 shares of WorldCom common stock or
approximately 109 million WorldCom common shares in the aggregate. The merger with Brooks Fiber
Properties was accounted for as a pooling-of-interests; and accordingly, our financial statements for
periods prior to the merger with Brooks Fiber Properties have been restated to include the results of
Brooks Fiber Properties.



BUSINESS

Following are descriptions of the businesses attributed to each of the WorldCom group and the
MCI group. Although we are describing these businesses separately in order to give you a better
understanding of the assets attributed to each group, the two groups are not separate legal entities.

The assets attributed to the WorldCom group include all of our network assets except voice
switches, which are used to forward audio and data information from one point to another, and dial-up
Internet modems, and also include cash, investments, buildings, furniture, fixtures and equipment, and
the goodwill, other intangible assets, other long-term assets and other current assets associated with the
businesses attributed to the WorldCom group. The assets attributed to the MCI group include voice
switches, dial-up Internet modems and the goodwill, other intangible assets, other long-term assets and
other current assets associated with the businesses attributed to the MCI group. For a further
discussion of the assets attributed to the groups and the allocation methods used to allocate the assets,
see the management’s discussion and analysis of financial condition and results of operations, which is
incorporated by reference herein.

Certain financial information about operations by segment and by geographic area for 1999, 2000
and 2001 is included in note 14 to our notes to our consolidated financial statements and is
incorporated herein by reference.

WorldCom Group Operations
Overview
Our businesses attributed to the WorldCom group include:

* data services such as frame relay, asynchronous transfer mode and Internet protocol networks
which provide a full spectrum of public and private network options for any data transmission
requirement;

* Internet related services, including:
* always-on connections to the Internet, which we refer to as dedicated access;

* secure communication over the Internet allowing a business to link various sites and
employees, which we refer to as a virtual private network;

* high speed and always-on digital connections to the Internet, which we refer to as digital
subscriber lines; and

* web site management and web-enabled products which provide customers with the
hardware, software and monitoring for their web sites;

* the design, implementation and ongoing management of a customer’s communications system;
e commercial voice services; and
* international communications services.

We believe we are positioned to utilize these global assets to provide traditional communications
services, emerging e-commerce services, and WorldCom-provided managed or outsourced services to
customers in major markets around the globe.

The businesses attributed to the WorldCom group accounted for 60.7% of our revenues, 101.7% of
our net income and 88.4% of our assets for the year ended December 31, 2001. For the year ended
December 31, 2000 the WorldCom group accounted for 58.2% of our revenues, 62.0% of our net
income and 85.2% of our assets.



We have extensive networks that connect metropolitan centers and various regions throughout the
world. As of December 31, 2001, our networks that connect metropolitan centers covered
approximately 58,800 route miles, with an additional 10,900 route miles of local connections to
customers worldwide. We also had over 2,500 centers where our equipment connects to the local phone
company for call termination, which we call points of presence, 2,092 data switches, which forward
information to its proper address, and connected 124 cities across North America, Europe, the Middle
East, Africa, Latin America and Asia.

Using our Internet protocol infrastructure, we intend to continue our expansion into higher
growth, next generation services, such as virtual private networks which use Internet protocol
technology, web centers that allow customers to interact with sales and service agents over the Internet,
the telephone or e-mail, and Internet content delivery services. We believe the breadth and scale of
these services differentiate our offerings from those of our competitors and meet our customers’
increasingly complex communications needs, highlighting the unique quality and reach of our networks.

We are positioning the company for leadership in the high growth segments of our industry. Our
merger with Intermedia and resulting controlling interest in Digex provides us with a strong foothold in
the managed hosting arena. Managed hosting services include providing the computer hardware,
software, network technology and systems management necessary to offer customers comprehensive
outsourced web site hosting solutions. We believe this position, combined with our extensive facilities-
based network assets and corporate customer base, should create a strong competitor for e-commerce
services and a platform for leadership in our target segments of U.S. and non-U.S. based corporations.

Industry

For several years, the communications industry has been undergoing a dramatic transformation due
to several factors including:

¢ technological advances such as the Internet;

* rapid development of new services and products;

e the Telecommunications Act of 1996, or the Telecom Act;

e the deregulation of communications services markets in selected countries around the world; and
* the entry of new competitors in existing and emerging markets.

These are only a few of the forces impacting the communications industry today. However, each of
these factors is driven by the rapid development of data services that are replacing traditional voice
services. The development of frame relay, asynchronous transfer mode and Internet protocol networks
has dramatically transformed the array and breadth of services offered by telecommunications carriers.

The use of the Internet, including intranets and extranets, which are private, secure
communications networks, continues to grow, although at a slower pace than in recent years. Internet
growth continues to be driven by a number of factors, including expanding availability of high speed or
broadband access, improvements in network architectures and increasing numbers of network-enabled
applications and devices. In spite of slower overall market growth, the Internet remains an important
global communications and commerce medium. The Internet represents an opportunity for enterprises
to interact in new and different ways with both existing and prospective customers, employees, suppliers
and partners.

The market for data communications and Internet access and related products is characterized by
rapidly changing technology, evolving industry standards, emerging competition and frequent new
product and service introductions. We believe that the TCP/IP, where we use fiber optic or copper-
based telecommunications infrastructure, will continue to be the primary protocol and transport



infrastructure for Internet-related services. TCP/IP combines two protocols, transmission control
protocol and Internet protocol, to establish a connection between two devices so that streams of data
can be sent between them. Session initiated protocols, or SIPs, are emerging as the basis for carrier-
grade platforms from which enterprises will use SIP-enabled devices, such as “Internet telephones” to
communicate within and outside the enterprise. Emerging transport alternatives include wireless cable
modems and satellite delivery of Internet information. Alternative protocols, which are proprietary or
allow systems using different formats to transfer data to communicate with each other, have been and
are being developed. We are also participating in trials of next generation, more advanced technology.

Developments in technology are further increasing the capacity and lifespan of previously deployed
fiber optic cables. Throughout 2002, we plan to continue to deploy high capacity broadband systems
and fiber optic systems, both of which function to connect different networks, and long distance
transmission systems which are not subject to signal deterioration. These network investments result in
reduced regeneration requirements for long distance transmissions and higher bandwidth capacity from
existing fiber optic cables which enhances our ability to serve global businesses cost effectively.

Strategy

Our objective is to use our strategic assets and customer base to be a leader in each of our target
segments and deliver long-term sustainable growth. Key elements of our strategy include:

Target high growth data businesses: Our strategy is to focus primarily on higher growth and higher
value-added data services that we can provide utilizing our extensive, high quality global networks. We
believe this will decrease our reliance on traditional voice services, which have experienced pricing
pressures in recent years.

Continue our focus on corporate enterprises: We are continually realigning our businesses with the
customer bases they serve. We expect to further focus our resources, including assets, technical
expertise and marketing skills, to better serve and grow our presence with corporate enterprise
customers.

Rapidly deploy managed web hosting services: We plan to take advantage of the managed web
hosting and data capabilities of Digex acquired through our merger with Intermedia. By combining
Digex’s comprehensive portfolio of hosting products with our extensive networks and customer
relationships, we believe we will be able to strongly compete for e-commerce services.

Aggressively expand virtual private network services using internet protocol:  Virtual private networks
are private corporate communications networks and are often replacing or supplementing private line
or frame relay networks as a cost effective and flexible solution for mid-sized and large corporate
enterprises. We view this segment as a key contributor to our future growth and an integral part of our
high-value service strategy. With our network capabilities, we intend to leverage the global reach and
quality of our networks to capitalize on this higher growth and higher margin segment.

Maintain leadership in internet data transport and access: We plan to remain at the forefront of
Internet protocol implementation worldwide. We expect Internet protocol services such as virtual
private networks and e-business applications to proliferate and we plan to use our tradition of
pioneering innovative Internet infrastructure services to expand our Internet value-added services.

Expand globally: We intend to leverage our global network capabilities by integrating existing
platforms and deploying selected technologies. We believe this will allow us to expand product coverage
while reducing costs. The net result to our customer is a portfolio of competitive products with global
reach. We believe that international growth will continue.



Utilize our extensive networks: We plan to continue to utilize our networks to benefit our
customers and reduce our costs. The global reach and quality of our networks enable us to provide
complex services at low operating costs as a result of our facilities-based, on-net approach. The on-net
approach allows our customers to send data streams or voice traffic locally, across the United States, or
to any of our facilities-based networks in Europe, Africa or Asia, without ever leaving our networks.
We believe this approach lowers our operating costs and provides our customers with superior
reliability and quality of service. Our networks are also highly adaptable for future capacity expansions
at lower per unit costs, and are designed to cost-effectively integrate future generations of optical-
networking components to enhance efficiency and quality.

Description of Services

We provide a broad range of enhanced data and voice communications and managed network
services through our direct commercial sales force of approximately 8,000 people. Core services include
data services, Internet services, commercial local and long distance voice communications and
international communications services.

Data Services

The ability of businesses to transmit data within their company or outside to business partners is a
critical function today. Over the last 10 years, businesses made significant investments in software
development and equipment purchases to effectively process and transmit this data and information.
The Internet also introduced yet another means to communicate digitally worldwide.

We continue to make significant investments in network technologies to satisfy the continuing
demand in high bandwidth data processing. Our global frame relay, asynchronous transfer mode and
Internet protocol networks provide a full spectrum of public and private network options for any data
transmission requirement. The ability to interconnect and to increase the bandwidth capacity of these
networks protects customers’ existing investments in established networks while taking advantage of the
newest technologies.

Frame Relay: Frame relay is a high-speed communications technology that divides the information
into frames or packets. Each frame has an address that the network uses to determine the destination
of the frame. The frames travel through a series of switches within the frame relay network to arrive at
their destination. This technology gives businesses a cost-effective, flexible way to connect local area
networks, system network architecture, voice, and Internet protocol-based applications. Local area
networks are computer networks which span a relatively small area and system network architecture is
a protocol for connecting computers.

Our frame relay service, which is operated over our own facilities, is available in 46 countries and
is supplemented by network-to-network interface partnerships that reach additional locations
worldwide. These networks allow us to provide our customers around the globe with the highest quality
standards of service.

Asynchronous Transfer Mode: Our on-net asynchronous transfer mode service is a technology and
protocol structure that integrates data, voice, and video over a single communications network while
offering a variety of access speeds and multiple service categories. Asynchronous transfer mode
technology is able to service both the local area networks and wide area networks, which are computer
networks spanning a large geographic area, providing scalability for users’ current and future needs.

Our asynchronous transfer mode services use our highly redundant OC-48 backbone to obtain
these networking advantages. OC-48 refers to a type of high speed optical carrier and backbone refers
to the network connecting the system. These public data networking services offer a number of
different access speeds and support multiple classes of service to meet customers’ application needs.



The nature of the services provides users with the security and control of a private network, plus the
flexibility and economies of a public network. Our asynchronous transfer mode services allow for the
consolidation of applications into a single network service, reducing network, equipment and
operational costs.

Data services revenue for 2001 grew by approximately 16.7% to $8.6 billion, or 24.5% of
WorldCom total revenues, versus $7.4 billion, or 18.9% of WorldCom total revenues, for 2000 and
$5.8 billion, or 16.2% of WorldCom total revenues, for 1999.

Internet Services

As a leading Internet backbone provider, we offer a comprehensive range of Internet access and
value-added options, applications and services tailored to meet the needs of businesses and other
telecommunications providers. Our Internet products and services include dedicated Internet access,
managed networking services and applications (such as virtual private networks), web hosting and
electronic commerce and transaction services (such as web centers and credit card transaction
processing).

Internet Access and Transport: Our Internet infrastructure is based on our OC-192c¢ and OC-48c
optical networks which use a combination of asynchronous transfer mode, frame relay and router
technologies at the transport layer for both metropolitan and inter-regional connectivity. This network
infrastructure enables customers to access the Internet through dedicated lines. Once connected, the
customer’s traffic is routed through our networks to the desired Internet location, whether on our
networks or elsewhere on the Internet.

Through our networks, we offer the following access products to our customers:
* high speed T1/T3 connections;

* Internet gateway services which provide the hardware and software to link a customer’s network
to the Internet;

* frame relay to Internet protocol connections;

 asynchronous transfer mode to Internet protocol connections;
* digital subscriber line; and

* metropolitan area exchanges asynchronous transfer mode.

These access options provide the variety of bandwidth choices required for all business types and
sizes.

Virtual Private Networks: We provide virtual private networks on public and shared environments
for small and large customers. Our customers use virtual private networks to connect their corporate
intranets, data centers, remote users, and the World Wide Web via the public Internet.

Our virtual private network service includes built-in encryption, bandwidth prioritization and
24-hour centralized management and monitoring services. Virtual private network services are already
available in 26 countries, with continued expansion planned.

Managed Hosting for Business on the Internet: We are a leading managed hosting provider for
businesses on the Internet. Our suite of services include:

* web site management services, such as operating and supporting Windows NT and UNIX based
dedicated servers;
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¢ application hosting services, such as application support for various operating systems, web
Y
servers, directory services, database servers, application servers and commerce suites;

* integrated business solutions, such as e-commerce, business intelligence and office solutions; and

* enterprise and professional services, such as fire wall management, stress testing, customized web
site activity reporting and enhanced security service.

We deliver our services from geographically distributed, advanced Internet data centers that are
connected to our dedicated and redundant Internet backbone network. Our tailored solutions are
designed to integrate with existing enterprise systems architectures and to enable customers to
outsource the monitoring, administration and optimization of their equipment, applications and overall
Internet operations.

Through our controlling interest in Digex, we have been able to expand our web hosting by
providing a comprehensive portfolio of hosting products and services for mid-sized and large
businesses. These services enable businesses to more rapidly and cost-effectively deploy secure and
reliable business solutions, including on-line financial services, on-line procurement, electronic retailing
and customer self-service applications, to our customers over the Internet.

Internet services revenue for 2001 grew by approximately 28.7% to $3.2 billion, or 9.0% of
WorldCom total revenues, versus $2.5 billion, or 6.3% of WorldCom total revenues, for 2000 and
$1.6 billion, or 4.3% of WorldCom total revenues, for 1999.

Commercial local and long distance voice communications

We provide a single source for integrated local and long distance telecommunications services and
facilities management services to businesses, government entities and other telecommunications
companies.

The market for local exchange services consists of a number of distinct service components. These
services include:

* local network services, which generally include basic dial tone and private line services;
* network access services, which consist of the local portion of long distance telephone calls; and
* long distance network services.

We also offer a broad range of related services that enhance customer convenience, add value and
provide additional revenue sources. Advanced toll-free services offer features for caller and customer
convenience, including a variety of call routing and call blocking options, customer reconfiguration,
termination overflow to switched or dedicated lines, dialed number identification service, real-time
automatic number identification and flexible after-hours call handling services.

Commercial local and long distance voice services revenues for 2001 were $6.6 billion, or 18.7% of
WorldCom total revenues, versus $7.0 billion, or 18.0% of WorldCom total revenues, for 2000 and
$7.4 billion, or 20.7% of WorldCom total revenues, for 1999.
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International Operations

Our global strategy is enabled by our position as an owner of telecommunications infrastructure
throughout Europe, the Middle East, Africa, Asia Pacific and North America. Our international
strategy is to use this foundation to design and deliver product sets and features globally so that
multinational enterprises enjoy a consistency in service performance regardless of geography.

We provide switched voice, private line, and/or value-added data services over our own facilities
and leased facilities in the United Kingdom, Germany, France, the Netherlands, Sweden, Switzerland,
Belgium, Italy, Ireland, Luxembourg, Denmark, Finland, Hungary, Poland, Portugal, the Czech
Republic, Greece, Israel, Austria, Norway and Spain. We operate metropolitan digital fiber optic
networks in London, Paris, Frankfurt, Hamburg, Dusseldorf, Amsterdam, Rotterdam, Stockholm,
Brussels, Zurich, Geneva, Dublin and Milan. We also offer international services over owned and
leased facilities in selected Asian and African markets, including Australia, Japan, Hong Kong,
Singapore, New Zealand, Indonesia, Malaysia, Thailand, Philippines, Taiwan, South Korea, China,
India, South Africa, Botswana, Namibia, Kenya and Zambia. We were granted authority in the first
quarter of 1998 to serve as a local and international facilities-based carrier in Australia and Japan and
now operate metropolitan digital fiber optic networks in Sydney, Melbourne, Osaka and Tokyo. In early
2000 we were also granted a Type 1 license in Singapore, where we also operate a metropolitan digital
fiber network.

Data centers are being deployed throughout Europe and Asia Pacific, interconnected with the
global networks, allowing us to expand into new business areas using our worldwide
telecommunications infrastructure as the platform for technology and service expansion.

Our equity investment in Embratel further extends our local-to-global-to-local strategy. Embratel’s
business consists principally of providing intra-regional long distance, inter-regional long distance and
international long distance telecommunications services as well as data communications, text, Internet
services and mobile satellite and maritime communications services. Embratel operates under a
domestic long distance concession and an international long distance concession granted by Brazil’s
Agencia Nacional de Telecomunicacoes.

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel. The restructuring included the resignation of certain Embratel board of
directors seats, the irrevocable obligation to vote a portion of our common shares in a specified
manner and the transfer of certain economic rights associated with such shares to an unrelated third
party. Based on these actions, the accounting principles generally accepted in the United States prohibit
the continued consolidation of Embratel’s results. Accordingly, we have deconsolidated Embratel’s
results effective January 1, 2001.

Revenues from international operations for 2001 were approximately $3.0 billion, or 8.5% of
WorldCom total revenues, versus $5.9 billion, or 15.0% of WorldCom total revenues, for 2000 and
$4.4 billion, or 12.2% of WorldCom total revenues for 1999. Excluding Embratel in the 2000 period,
international revenues increased 25.8% from $2.4 billion, or 6.7% of WorldCom total revenues for
2000.

Facilities
Networks

We own domestic long distance, international and multi-city local service fiber optic networks with
access to additional fiber optic networks through lease agreements with other carriers. Additionally, we
own and lease trans-oceanic cable capacity in the Atlantic and Pacific Oceans.

12



Deployed in business centers throughout the United States, Western Europe, the United Kingdom,
Australia and Japan, our local networks are constructed using a closed loop which is referred to as ring
topology. Transmission networks are based on optical network equipment. Network backbones and local
networks are installed in rights-of-way owned by us or leased from third parties such as utilities,
railroads, long distance carriers, state highway authorities, local governments and transit authorities.
Lease arrangements are generally executed under multi-year terms with renewal options and are
non-exclusive.

The long distance and local networks are protected by systems that are capable of restoring
backbone traffic in the event of an outage in milliseconds. In addition, long distance and local switched
traffic is dynamically rerouted via switch software to any available capacity to complete calls.

To serve customers in buildings that are not located directly on the fiber networks, we utilize
leased T-3s, T-1s or local connections obtained from the traditional local phone companies, competitive
local exchange carriers and other carriers who serve these buildings.

Our Internet infrastructure is based on our OC-192¢ and OC-48c optical networks which use a
combination of asynchronous transfer mode, frame relay and router technologies to transport data.

We are deploying technology that integrates wide area networks for businesses with the public
switched telecommunications network utilizing voice-over-Internet protocol gateways and session
initiated protocol, which will provide businesses with a wide range of Internet voice and messaging
services.

The WorldCom group is allocated an expense and the MCI group is allocated a corresponding
decrease in depreciation expense for the use by the WorldCom group of the business voice switches
attributed to the MCI group. The allocation is equal to a proportion, based on usage, of the MCI
group’s related costs. All other material transactions between the groups are intended to be on an
arm’s-length basis.

Internationally, we own or lease fiber optic capacity on most major international undersea cable
systems in the Pacific and Atlantic Ocean regions. We also own fiber optic capacity for services to
Eastern Europe, Asia, Central America, South America and the Caribbean. Furthermore, we own and
operate 36 international gateway satellite earth station antennas, which enable us to extend public
switched and private line voice and data communications to and from locations throughout the world.

Our network statistics, excluding Embratel, are as follows:

December 31, December 31,

2000 2001
Domestic and international long distance route miles .......... 56,496 58,832
Local domestic and international route miles . ............... 10,153 10,937
Voice grade equivalents . . . ........... .. 65,537,123 76,415,566
Buildings connected . ....... ... ... 61,674 79,383
Domestic telecom collocations . . .. ................... 477 531
Facilities based Cities . . . . . ..o ittt 123 124

Data Network Switching

Our asynchronous transfer mode networks utilize our intracity fiber connections to customers,
asynchronous transfer mode switches and high-capacity fiber optic networks. Asynchronous transfer
mode is a switching and transmission technology based on encapsulation of information in short
(53-byte) fixed-length packets or “cells.” Asynchronous transfer mode switching was specifically
developed to allow simultaneous switching and transmission of mixed voice, data and video (sometimes
referred to as “multimedia” information at various rates of transmission). In addition, characteristics of
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asynchronous transfer mode switching allow switching information to be directly encoded in integrated
circuitry rather than in software.

Our frame relay networks utilize our owned and maintained frame relay switches and our
high-capacity fiber optic networks to provide data networking services to commercial customers.
Networking equipment at customer sites connects to our frame relay switches which in turn are
connected to each other via our extensive fiber optic networks. Frame relay utilizes variable length
frames of data to transport customer data from one customer location across our networks to another
customer location. Customers utilize the frame relay technology to support traditional business
applications such as connecting local networks and financial applications.

Rates and Charges

Domestic and international business switched voice services originating in the United States are
primarily billed in six-second increments; other rate structures bill in 18, 30 or 60 second increments.
Switched voice services originating in international markets are billed in increments subject to local
market conditions and interconnect agreements. Switched long distance services are billed in arrears,
with monthly billing statements itemizing date, time, duration and charges. Local charges may be billed
in arrears or in advance. Fixed recurring charges are billed in advance while metered charges are billed
in arrears. Data services are generally billed a fixed rate per circuit and, depending on the service, a
separate fixed network port charge. Data service rates are based on the speed of transmission, and
depending on the service type, may be billed in arrears or in advance. Private line services are billed
monthly in advance, with the invoice indicating applicable rates by circuit. Our rates are generally
designed to be competitive with those charged by other long distance and local carriers.

Our Internet access products are sold in the United States and in many foreign countries for both
domestic and global Internet services. Prices vary, based on service type. Due to various factors, such as
available telecommunications technology, foreign government regulation and market demand, the
service options offered outside of the United States vary as to speed, price and suitability for various
purposes.

Sales and Marketing

We market our business communications services primarily through a direct sales force targeted at
markets defined by both communications needs and geographies. Our commercial sales force of
approximately 8,000 people, also provides advanced data specialization for the domestic and
international marketplaces, including private line services.

Our sales force can be grouped primarily into three channels. The first targets small to large
U.S.-centric enterprises in the U.S. The second addresses the same small to large enterprises outside
the U.S. The third channel serves the largest 250 multinational corporations with a unified sales and
service organization that mirrors the customers’ own operations.

In each of our geographic markets, we employ full service support teams that provide our
customers with prompt and personal attention. Our localized management, sales and customer support
are designed to engender a high degree of customer loyalty and service quality.

Additionally, during 2001 we launched an online sales and support channel that complements our
activities to reach smaller U.S.-based businesses. This web-based channel offers a suite of basic data
and voice services in a cost-efficient manner.

Competition

The telecommunications industry is extremely competitive, and we expect that competition will
intensify in the future. We face substantial competition in each of our business segments. Some of our
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existing and potential competitors have financial and other resources significantly greater than ours.
Moreover, some of these providers presently enjoy advantages as a result of their historic monopoly
control over local exchange facilities. A number of traditional and emerging competitors have made
significant investments in advanced fiber optic network facilities. In addition to voice and data
competition from long distance service competitors, a number of facilities-based competitive local
exchange carriers and cable television multi-system operators plan to offer local telecommunications
services in major U.S. cities over their own facilities or through resale of the local exchange carriers’ or
other providers’ services.

Increasingly, we also must compete with equipment vendors and consulting companies in emerging
Internet service markets. Companies have obtained or expanded their Internet-based services as a
result of network deployment, acquisitions and strategic investments. We expect these acquisitions and
strategic investments to increase, thus creating significant new competitors. Furthermore, we expect
these firms to devote greater resources to develop new competitive products and services and to market
those and existing products and services.

Overseas, we compete with new entrants as well as with incumbent providers, some of which still
are partially government-owned, have special regulatory status along with the exclusive rights to provide
services, and virtually all of which have historically dominated their local, domestic long distance and
international services business. These incumbent providers enjoy numerous competitive advantages
including existing facilities, customer loyalty, and substantial financial resources. We often must rely on
facilities or termination services from these incumbent providers. We also compete with other service
providers, some of which are affiliated with incumbent providers in other countries. We devote
extensive resources to obtaining regulatory approvals necessary to operate overseas, and to obtain
access to and interconnect with the incumbent’s network on a non-discriminatory basis. In Europe, we
compete directly with companies such as British Telecom, Deutsche Telekom, Cable & Wireless, France
Telecom and Equant, global telecommunications alliances and with regional Internet service providers
such as Terra and Oleane.

The development of new technologies and increased availability of domestic and international
transmission capacity may also give rise to new competitive pressures. For example, even though fiber
optic networks, such as those used by us, are now widely used for long distance transmission, it is
possible that the desirability of these networks could be adversely affected by changing technology. The
telecommunications industry is in a period of rapid technological evolution, marked by the introduction
of new routing and switching technologies, new services, and increasing wireless, satellite and fiber optic
transmission capacity for services similar to those provided by us. We cannot predict with certainty
which of many possible future product and service offerings will help maintain our competitive position
or what expenditures will be required to develop and provide these products and services. Nor can we
predict whether spectrum rights that we hold will be affected by regulatory decisions to re-allocate
spectrum for other uses, or whether current deployment plans for our multichannel multipoint
distribution services will be sustainable if spectrum reallocation occurs.

Under the Telecom Act and ensuing federal and state regulatory initiatives, many barriers to local
exchange competition are being eliminated. The introduction of competition, however, also establishes,
in part, the ability of the traditional local phone companies to provide inter-LATA long distance
services within a particular region. Local access and transport area, or LATA, refers to an area within a
geographic region. To date, the FCC has granted applications by Verizon for the states of New York,
Massachusetts, Pennsylvania, Connecticut and Rhode Island and by SBC for Texas, Kansas, Oklahoma,
Missouri and Arkansas to provide in-region inter-LATA services. We believe the traditional local phone
companies will continue to seek to enter these markets given their ownership of extensive facilities in
their local service regions, their long-standing customer relationships and their very substantial capital
and other financial resources. As the traditional local phone companies are allowed to offer in-region
long distance services in additional states, they will be in a position to offer single source local and long
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distance service similar, if not superior, to that being offered by us. We expect that increased
competition will result in additional pricing and margin pressures in the domestic telecommunications
services business. In addition, wireless carriers increasingly compete for consumers through nationwide
or regional “bucket of minutes plans.” Indeed, wireless competition and the availability of inexpensive
long-haul transport has already significantly reduced consumer long distance pricing, and as a result
negatively affected the profitability of traditional service providers. As rates stabilize, we expect to
compete effectively as a result of our innovation, quality and diversity of services, our ability to offer a
combination of services, and our level of customer service.

As noted, we offer data communications and Internet-based services, including web hosting,
collocation services, virtual private network services, dedicated and wholesale Internet access, and
related services. This is an extremely competitive business and we expect that competition will intensify
in the future. We believe that the ability to compete successfully in this arena depends on a number of
factors, including:

* industry presence;

* the ability to expand rapidly;

* the capacity, reliability and security of network infrastructure;

* case of access to and navigation on the Internet;

* the pricing policies of our competitors and suppliers;

* the timing of the introduction of new products and services by us and our competitors;

* our ability to support industry standards; and

* industry and overall economic trends.
Our success will depend heavily upon our ability to provide high quality data communications services,
including Internet connectivity and value-added Internet services, at competitive prices.
Employees

Through our businesses attributed to the WorldCom group, we employed a total of approximately
61,800 full and part-time personnel, including Digex, as of February 28, 2002, approximately 400 of
whom are represented by organized labor organizations. We consider our relationship with these
employees to be good.

Patents, Trademarks, Tradenames and Service Marks

We actively pursue the protection of intellectual property rights in the United States and relevant
foreign jurisdictions. Our continuing efforts have produced numerous issued patents and pending patent
applications on innovative technology.

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense for use of
the MCI tradenames for the next four years based on the following schedule:

2002: $30.0 million
2003: $35.0 million
2004: $40.0 million
2005: $45.0 million
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Any renewal or termination of use of the MCI tradename by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, depreciation and amortization expense associated with
the MCI tradenames allocated to the WorldCom group was decreased by $27.5 million per annum for
use of the MCI tradenames by the MCI group.

Regulation and Litigation

We are involved in legal and regulatory proceedings that are incidental to our business and have
included loss contingencies in other current liabilities and other liabilities for these matters in our
financial statements. In some instances, rulings by federal, state and international regulatory authorities
may result in increased operating costs to us. The results of these various legal and regulatory matters
are uncertain and could have a material adverse effect on our consolidated results of operations or
financial position.

Regulation

We are subject to varying degrees of federal, state, local and international regulation. In the
United States, our subsidiaries are most heavily regulated by the states, especially for the provision of
local exchange services. Our subsidiaries must be certified separately in each state to offer local
exchange and intrastate long distance services. No state, however, subjects us to rate of return
regulation, nor are we currently required to obtain FCC authorization for installation or operation of
our network facilities used for domestic services, other than licenses for specific multichannel
multipoint distribution services, wireless communications service and terrestrial microwave and satellite
earth station facilities that utilize radio frequency spectrum. FCC approval is required, however, for the
installation and operation of our international facilities and services. We are subject to varying degrees
of regulation in the foreign jurisdictions in which we conduct business, including authorization for the
installation and operation of network facilities. Although the trend in federal, state and international
regulation appears to favor increased competition, no assurance can be given that changes in current or
future regulations adopted by the FCC, state or foreign regulators or legislative initiatives in the United
States or abroad would not have a material adverse effect on us.

In August 1996, the FCC established nationwide rules pursuant to the Telecom Act designed to
encourage new entrants to compete in local service markets through interconnection with the
traditional local phone companies, resale of traditional local phone companies’ retail services, and use
of individual and combinations of unbundled network elements, owned by the traditional local phone
companies. Unbundled network elements are defined in the Telecom Act as any “facility or equipment
used in the provision of a telecommunication service,” as well as “features, function, and capabilities
that are provided by means of such facility or equipment.” In January 1999, the Supreme Court of the
United States confirmed the FCC’s authority to issue the rules, including a pricing methodology for
unbundled network elements. On remand, the FCC clarified the requirement that traditional local
phone companies make specific unbundled network elements available to new entrants. The traditional
local phone companies have sought reconsideration of the FCC’s order and have petitioned for review
of the order in the United States Court of Appeals for the D.C. Circuit. That case is pending.

In its January 1999 decision, the Supreme Court remanded to the United States Court of Appeals
for the Eighth Circuit various substantive questions concerning the FCC’s rules for pricing unbundled
network elements. In July 2000, the Eighth Circuit upheld the use of a forward-looking methodology
but struck down the portion of the rule that calculates costs based on efficient technology and design
choices. At the request of various parties, including us, the Supreme Court is reviewing the Eighth
Circuit’s decision. The Supreme Court heard oral argument in October 2001, and a ruling is expected
in the first half of 2002.
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In December 1999, the FCC concluded that in providing high-speed digital subscriber line services,
the incumbent local phone companies should be required to share primary telephone lines with
competitive local exchange carriers, and the FCC identified the high frequency portion of the loop as a
network element. In January 2001, the FCC clarified that the requirement to share lines applies to the
entire loop, even where the traditional incumbent local phone company has deployed fiber in the loop.
Under the order, the incumbent local phone companies must permit competing carriers to
self-provision or partner with a data carrier in order to furnish voice and data service on the same line.
The incumbent local phone companies have appealed these two rulings and we have intervened in
support of the FCC.

In December 2001 and February 2002, the FCC issued a series of Notices of Proposed
Rulemaking, seeking to streamline and simplify the requirements imposed on traditional local phone
companies with respect to unbundled network elements, broadband Internet access, and advanced
services. Comments are due during the spring of 2002, and decisions are expected before the end of
2002. WorldCom cannot predict the outcome of these proceedings. However, if regulations are
streamlined or removed, there are elements and combinations of elements upon which WorldCom
relies to provide local services, broadband and advanced services that might no longer be required as a
matter of federal regulation.

The Telecom Act requires traditional local phone companies to petition the FCC for permission to
offer long distance services for each state within their region. Under section 271 of the Telecom Act,
for these applications to be granted, the FCC must find, among other things, that the traditional local
phone company has demonstrated that it has satisfied a 14-point competitive checklist to open its local
network to competition and that granting the petition is in the public interest. To date, the FCC has
rejected five traditional local phone company applications and it has granted ten: Verizon’s for New
York, Massachusetts, Connecticut, Pennsylvania and Rhode Island and SBC’s for Texas, Kansas,
Oklahoma, Missouri and Arkansas. WorldCom and other competitive carriers appealed to the D.C.
Circuit the approvals for Kansas, Oklahoma and Massachusetts. On December 28, 2001, the D.C.
Circuit decided that the FCC had not adequately addressed whether the prices charged for leasing
network elements by SBC in Kansas and Oklahoma create a price squeeze which violated the standards
for SBC to gain long distance approval. Without vacating the approval, the D.C. Circuit remanded the
case to the FCC for it to address the price squeeze issue. A briefing schedule has not been established
for the Massachusetts appeal. BellSouth has filed applications to offer long distance service for Georgia
and Louisiana, and Verizon has filed applications for Vermont and New Jersey. Other applications may
be filed at any time. We have challenged, and will continue to challenge, any application that does not
satisfy the requirements of section 271 or the FCC’s local competition rules. To date, these challenges
have focused on the pricing of unbundled network elements and on the adequacy of the traditional
local phone companies’ operations support systems. In addition, legislation has been introduced in
Congress that would have the effect of allowing traditional local phone companies to offer in-region
long distance data services without satisfying section 271 of the Telecom Act and/or of making it more
difficult for competitors to resell incumbent local phone company high-speed Internet access services or
to lease the unbundled network elements used to provide these services. To date, WorldCom and others
have successfully opposed these legislative initiatives.

In February 1999, the FCC issued a Declaratory Ruling and Notice of Proposed Rulemaking
regarding the regulatory treatment of calls to Internet service providers. Prior to the FCC’s order, over
thirty state public utility commissions issued orders finding that carriers, including us, are entitled to
collect reciprocal compensation for completing calls to Internet service providers under the terms of
their interconnection agreements with traditional local phone companies. Many of these public utility
commission decisions were appealed by the traditional local phone companies and, since the FCC’s
order, many traditional local phone companies have filed new cases at the public utility commissions or
in court. We petitioned for review of the FCC’s order in the D.C. Circuit, which vacated the order and
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remanded the case to the FCC for further proceedings. In April 2001, the FCC issued an Order on
Remand and Report and Order asserting jurisdiction over calls to Internet service providers and
establishing a three-year transitional scheme of decreasing reciprocal compensation rates. We filed a
petition for review of the FCC’s order with the D.C. Circuit, and the Court heard oral arguments on
February 12, 2002.

It is possible that spectrum rights held may be disrupted by FCC decisions to re-allocate some or
all of that spectrum to other services. If this re-allocation were to occur, we cannot predict whether
current deployment plans for our multi-channel multipoint distribution service services will be
sustainable.

Litigation

In November 2000, class action complaints were filed in the United States District Courts for the
Southern District of Mississippi, the Southern District of New York, and the District of Columbia
against WorldCom and some of our executive officers. All of these actions were consolidated in the
Southern District of Mississippi on March 27, 2001, along with another purported class action lawsuit
filed on behalf of individuals who purchased stock in Intermedia between September 5 and
November 1, 2000, which action asserts substantially similar claims and alleges that after the
announcement of the WorldCom-Intermedia merger, the price of Intermedia stock was tied to the price
of WorldCom stock. On June 1, 2001, the plaintiffs filed a consolidated amended complaint. Among
other things, the consolidated amended complaint alleged that statements regarding WorldCom’s
revenues, the integration of MCI, the success of UUNET Technologies, and the expansion of
WorldCom’s network were false; WorldCom’s financial disclosures were false; and WorldCom’s
announcement of its “generation d” initiative was misleading. Based on these allegations, the
consolidated amended complaint asserts claims for violation of Section 10(b) of the Securities Exchange
Act of 1934 and Rule 10b-5 promulgated thereunder and Section 20(a) of the Securities Exchange Act
of 1934. The consolidated amended complaint seeks to certify a class of persons who purchased
WorldCom shares between February 10, 2000 and November 1, 2000, inclusive; it does not assert
separate claims on behalf of purchasers of Intermedia shares. On August 7, 2001, WorldCom and the
individual defendants filed a motion to dismiss the consolidated amended complaint in its entirety. We
believe that the factual allegations and legal claims asserted in the consolidated amended complaint are
without merit and intend to defend them vigorously.

In August 1997, three complaints were filed in the United States District Court for the District of
Columbia, as class actions on behalf of purchasers of MCI shares. The three cases were consolidated
on April 1, 1998. On or about May 8, 1998, the plaintiffs in all three cases filed a consolidated
amended complaint alleging, on behalf of purchasers of MCI’s shares between July 11, 1997 and
August 21, 1997, inclusive, that MCI and some of its officers and directors failed to disclose material
information about MCI, including that MCI was renegotiating the terms of the MCI BT merger
agreement. The consolidated amended complaint seeks damages and other relief. WorldCom and the
other defendants have moved to dismiss the consolidated amended complaint.
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MCI Group Operations
Overview

We provide a broad range of retail and wholesale communications services, including long distance
voice and data communications, consumer local voice communications, wireless messaging, private line
services and dial-up Internet access services. Our retail services are provided to consumers and small
businesses in the United States. We are the second largest carrier of long distance telecommunications
services in the United States. We provide services such as: basic long distance telephone service, dial
around, collect calling, operator assistance and calling card services (including prepaid calling cards)
and toll-free or 800 services to approximately 20 million residential and small business customers and
over 470 carriers and other resellers. We offer these services individually and in combinations. Through
combined offerings, we provide customers with benefits such as single billing, unified services for multi-
location companies and customized calling plans. Our wholesale businesses include wholesale voice and
data services provided to carrier customers and other resellers, and dial-up Internet access services.

Our management’s goal is to use our existing market positions and assets opportunistically to
optimize cash flow, while paying dividends and retiring the debt attributed to the MCI group. Available
cash flow, after dividend payments, will be available for debt repayments and possible share
repurchases. The businesses attributed to the MCI group have significant assets, including the
nationally recognized brand, extensive customer relationships, 19 call centers with highly effective sales
representatives and a tradition of developing innovative calling plans that enhance customer retention.
Management believes it can leverage these strengths to deliver new services and to bundle existing
services.

The businesses attributed to the MCI group accounted for 39.3% of our revenues, (1.7)% of our
net income and 13.4% of our assets for the year ended December 31, 2001. For the year ended
December 31, 2000, the MCI group accounted for 41.8% of our revenues, 38.0% of our net income
and 14.8% of our assets.

Industry

The communications services industry continues to change both domestically and internationally,
providing significant opportunities and risks to the participants in these markets. In the United States,
the Telecom Act significantly impacted our business by establishing a statutory framework for opening
the U.S. local service markets to competition and by allowing the traditional local phone companies to
provide in-region long distance services. In addition, prices for long distance minutes and other basic
communications services declined as a result of competitive pressures, the introduction of more
efficient networks and advanced technologies, product substitution, and deregulation. Competition in
these segments is based more on price and less on other differentiating factors that appeal to the larger
business market customers including: range of services offered, bundling of products, customer service,
and communications quality, reliability and availability.

The wholesale business is currently undergoing a similar transformation. The decreasing number of
switchless long distance resellers combined with the intense competition has led to significant price
declines and margin pressure.

The consumer and small business long distance segment is characterized by rapid deregulation and
intense competition among long distance providers, and more recently, traditional local phone
companies. Under the Telecom Act, traditional local phone companies may offer long distance services
in a state within its region if the FCC finds first, that the traditional local phone company’s service
territory within the state has been sufficiently opened to local competition and second, that allowing
the traditional local phone company to provide these services is in the public interest. We have
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challenged, and will continue to challenge, any application that does not meet the criteria envisioned by
the Telecom Act or the related rules relating to local competition issued by the FCC.

Strategy

Because of changes in the communications industry, our objective is to leverage the assets
attributed to the MCI group and our established market presence to maximize cash flow returns from
our mature businesses attributed to the MCI group. With respect to the businesses attributed to the
MCI group we intend to:

Optimize resources: We intend to focus our strategies on enhancing margins and cash flow. We
expect to be opportunistic and undertake only those initiatives that can generate cash flow without
significant capital commitment.

Leverage MCI brand: The internationally recognized MCI brand will be an important component
of our marketing initiatives.

Leverage marketing channels: We intend to enhance the utilization of our existing telemarketing
centers and mass-market distribution channels to grow our customer base, enhance customer retention
and expand our consumer product offerings.

Expand local services: 'We have entered local communications markets in New York, Pennsylvania,
Texas, Illinois, Michigan, Georgia, California, Florida and Ohio and will selectively evaluate similar
opportunities.

Improve operations support systems and automation: We intend to continue to improve operations
support systems and increase automation to improve efficiency, enhance customer service and develop
a platform for more value-added services.

Continue to leverage advanced networks: We intend to continue to leverage WorldCom’s extensive,
advanced and scaleable fiber optic networks to provide differentiated services at competitive rates.

Description of Services

The MCI group’s services include long distance voice communications, local voice communications,
wireless messaging and other services, wholesale communications services as well as dial-up Internet
access. We believe that our assets attributed to the MCI group, including the call centers, sales
representatives, customer relationships and our significant marketing skills will allow us to expand our
products and services to our existing consumer base without significantly increasing capital spending.

Long Distance Voice Communications

We are the second largest provider of long distance telecommunications services in the United
States, including consumer, small business and wholesale. We offer domestic and international voice
services, including basic long distance telephone, dial around, collect calling, operator assistance and
calling card (including prepaid cards), 800 services, and directory services. Long distance voice services
are offered individually or combined as a bundle with other services such as local voice services. Our
market position in the long distance voice segment is sustained by our telemarketing and other
marketing channels and marketing support for the MCI brand. In the year ended December 31, 2001,
we provided 94.7 billion minutes of service compared to 104.4 billion in 2000 and 92.9 billion minutes
in 1999. For the year ended December 31, 2001, long distance services, including consumer, small
business, wholesale and alternative channels, provided $10.2 billion of revenues, or 28.9% of WorldCom
total revenues, versus $12.4 billion of revenues, or 31.7% of WorldCom total revenues, for 2000 and
$12.6 billion of revenues, or 35.0% of WorldCom total revenues, for 1999.
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Consumer Local Voice Communications

We are aggressively, yet prudently expanding our local service and we have selectively entered local
exchange markets, including New York, Pennsylvania, Texas, Illinois, Michigan, Georgia, California,
Florida and Ohio. We provide local toll and switched access services to residential and small business
customers, typically through our own switches and through unbundled network elements leased from
traditional local phone companies. We usually lease the underlying traditional local phone company
network elements as a bundle, consisting of seven elements, most notably the local wire to the
customer, the switch equipment, and call switching. We pay the traditional local phone company a
monthly fee for the local wire to the customer and switch equipment and a per-minute fee for
switching. This mode of service delivery enables us to lower the cost of providing call origination as
well as providing us with call termination revenue. For those customers who subscribe for both local
and long distance services, we offer an “all-distance” calling plan that bundles the services at an
attractive price for the customer and enhances customer retention.

As of December 31, 2001, we had a total of 1.5 million local exchange customers. Approximately
83% of our local exchange customers also subscribe to our long distance service. The consolidated local
and long distance subscribers deliver three times the lifetime revenue of standalone long distance
customers due to much higher monthly spending and lower subscriber churn. We estimate that our
market share in New York is 7%, Pennsylvania and Texas are 5%, Illinois is 6%, Michigan is 9% and
Georgia is 4% and local service in California, Florida and Ohio each generated less than 1% of market
share. Additionally, we are able to reach 41% of all U.S. households in RBOC territories. For the year
ended December 31, 2001, consumer local services provided $500 million of revenue, or 1.4% of
WorldCom total revenues, versus $179 million, or 0.5% of WorldCom total revenues, for 2000 and
$41 million, or 0.1% of WorldCom total revenues, for 1999.

Dial-up Internet Access

Our dial-up Internet access business primarily serves consumer-oriented Internet service providers
that are accessed via dial-up modems. New technologies, including dedicated access provided by
carriers, and increased competition have caused significant price declines. Although we believe we are
well positioned in this segment due to the strength of our extensive customer relationships and the
scale of our networks, we expect pricing pressure to continue to negatively affect our business.

As of December 31, 2001, we managed 3.2 million modems versus 2.8 million modems as of
December 31, 2000. In addition, we provided 7.1 billion hours of Internet access for the year ended
December 31, 2001 versus 6.5 billion hours for 2000 and 4.2 billion hours for 1999. For the year ended
December 31, 2001, dial-up Internet access services provided $1.5 billion of revenue, or 4.4% of
WorldCom total revenues, versus $1.6 billion, or 4.2% of WorldCom total revenues, for 2000 and
$1.5 billion, or 4.2% of WorldCom total revenues, for 1999.

Wholesale Data Services

Our wholesale data services consist primarily of the sale of private lines to carrier customers. This
service experienced significant pricing pressure due largely to the entry of new competitors and the
build-out of facilities by our customers allowing them to provide more services over their own facilities.
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We anticipate that wholesale data services will increasingly become a smaller percentage of total
revenues as we focus on providing services to end-customers rather than competitive carriers. For the
year ended December 31, 2001, wholesale data services, including wholesale alternative channels,
provided $1.2 billion of revenue, or 3.3% of WorldCom total revenues, versus $1.4 billion, or 3.7% of
WorldCom total revenues, for 2000 and $1.5 billion, or 4.2% of WorldCom total revenues for 1999.

Wireless Messaging

We provide and market our paging services through SkyTel Communications, Inc., a leading
provider of wireless messaging services in the United States and a wholly owned subsidiary of
WorldCom. As of December 31, 2001, SkyTel had approximately 1.1 million units in service in the
United States which included approximately 600,000 domestic one-way units and 540,000 advanced
messaging units. For 2001, these services provided $441 million of revenue, or 1.3% of WorldCom total
revenues, versus $549 million, or 1.4% of WorldCom total revenues, for 2000 and $470 million, or 1.3%
of WorldCom total revenues, for 1999.

Facilities

Our long distance voice switches have been allocated to the MCI group. Domestic long distance
services are provided primarily over the fiber optic communications systems attributed to the
WorldCom group. To a lesser extent, we will continue to utilize transmission facilities leased from other
common carriers. International communications services are provided by submarine cable systems in
which WorldCom holds positions, satellites and facilities of other domestic and foreign carriers.

Long distance voice services are provided by long distance voice switches using circuit switched
technology. Voice switches are interconnected together and provide standard long distance voice
services as well as a variety of value-added services. To reduce capital investment in circuit switches, we
are deploying softswitches to process Internet dial-up access independent of our circuit switches. The
softswitches are general-purpose based computer systems which route calls directly to the public
Internet.

Our dial-up Internet access network consists of equipment and network configurations all generally
designed to terminate inbound Internet data calls from end users. Generally, the equipment consists of
network access servers, which are general purpose computing devices containing concentrated quantities
of digital modems. The equipment in off-net locations is, in many cases, owned and operated by the
traditional local phone company pursuant to service arrangements. The remaining equipment is owned
and maintained in our own facilities or in leased co-location facilities.

The MCI group is allocated an expense and the WorldCom group is allocated a corresponding
decrease in depreciation and amortization expense for the use by the MCI group of the fiber optic
systems and buildings, furniture, fixtures and equipment attributed to the WorldCom group. The
expense is equal to a proportion, based on usage, of the WorldCom group’s related costs. All other
material transactions between the groups are intended to be on an arm’s-length basis.

Most of our customers access their services through local interconnection facilities provided by the
traditional local phone companies. We utilize unbundled network elements to provide local services in
New York, Pennsylvania, Texas, Illinois, Michigan, Georgia, California, Florida and Ohio. As we expand
in other markets upon deregulation and market evaluation, we expect to continue to utilize unbundled
network elements to offer local communications services.
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Collectively, we own 19 call centers, which range in size from 40,000 square feet to over 100,000
square feet.

Rates and Charges

We charge switched customers on the basis of a fixed rate per line plus minutes or partial minutes
of usage at rates that vary with the distance, duration and time of day of the call. For local service,
customers are billed a fixed charge plus usage or flat rated charges depending on the plan chosen by
the customer. The rates charged are not affected by the particular transmission facilities selected by us.
Additional discounts are available to customers who generate higher volumes of monthly usage. Our
dial-up Internet access prices vary based on service type.

Sales and Marketing

We believe our sales and marketing capabilities are one of our strongest competitive advantages.
Telemarketing is a fundamental component of the sales effort for residential and small business
customers. Typically, over 50% of our residential and small business installations are sold through some
7,700 telemarketers based in 19 call centers nationwide. Our marketing partners, in turn, are a key
competitive advantage for differentiating long distance sales, offering consumers the opportunity to
earn frequent flyer miles, free video rentals, and similar awards based on long distance usage. Over
46% of subscription long distance minutes are generated by our 6.2 million partner customers.

We also increased our market share among high spending international callers through broad-
based marketing efforts. Moreover, we have successfully launched branded transaction products such as
“10-10-220” and “1-800-Collect.” Our industry leading “10-10-220” product provides a unique way for
customers to save on every call and helps maintain strong brand recognition.

Alternate marketing channels include direct sales agents and prepaid card distribution. There are
over 400 sales agents throughout the United States marketing to consumers and small businesses
through marketing groups. We retain a leading position in the prepaid calling card market as well.

Through our direct sales force, we market various services to resellers including customers such as
Verizon. We are a leader in the dial-up Internet access market segment with all major Internet service
providers as wholesale customers, including, among others, AOL, Earthlink, and MSN.

Competition

The telecommunications industry is extremely competitive, and we expect that competition will
intensify in the future. In each of our business segments, we face intense competition from other
service providers. The primary competitors in the domestic and international consumer segments are
AT&T, Sprint and, where they are permitted to offer in-region long distance service, Verizon and SBC.
We also compete against other facilities-based long distance providers, such as Qwest. The traditional
local phone companies presently have numerous advantages as a result of their historic monopoly
control over local exchanges, and some of our existing and potential competitors have financial and
other resources significantly greater than ours. A continuing trend toward business combinations and
alliances in the telecommunications industry may create significant new competitors.

Under the Telecom Act and ensuing federal and state regulatory initiatives, many barriers to local
exchange competition are being eliminated. The introduction of competition, however, also establishes,
in part, the ability of the traditional local phone companies to provide inter-LATA long distance
services. To date, the FCC granted applications by Verizon for the states of New York, Massachusetts,
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Pennsylvania, Connecticut and Rhode Island and by SBC for Texas, Kansas, Oklahoma, Missouri and
Arkansas to provide in-region inter-LATA services. We believe the traditional local phone companies
will continue to seek to enter these markets given their ownership of extensive facilities in their local
service regions, their long-standing customer relationships and their very substantial capital and other
financial resources. As the traditional local phone companies are allowed to offer in-region long
distance services in additional states, they will be in a position to offer single source local and long
distance service similar, if not superior, to that being offered by us. We expect that increased
competition will result in additional pricing and margin pressures in the domestic telecommunications
services business. In addition, wireless carriers increasingly compete for consumers through nationwide
or regional “bucket of minutes plans.” Indeed, wireless competition and the availability of inexpensive
long-haul transport has already significantly reduced consumer long distance pricing, and as a result
negatively affected the profitability of traditional service providers. As rates stabilize, we expect to
compete effectively as a result of our innovation, quality and diversity of services, our ability to offer a
combination of services, and our level of customer service.

We expect increased competition from providers determined to exploit technologies which may
reduce the cost of providing services. We are working to develop these services and expect to be at the
forefront of these technological developments and to leverage them to protect and grow market share,
to increase revenues and profitability, and to retain customers.

We also face intense competition in offering wholesale services, small business services, dial-up
Internet, and paging and prepaid calling card services. In wholesale services, we compete directly with
traditional network access providers such as AT&T and Sprint. We obtain network capacity from our
businesses attributed to the WorldCom group and provide wholesale service to other carriers in
competition with a variety of facilities-based carriers. There can be no assurance that we will continue
to be successful in this segment. In the small business customer segment, we compete against
traditional local phone companies and numerous other competitive carriers offering local services, long
distance services, or both. Other carriers, particularly competitive local exchange carriers, are
aggressively pursuing this segment of the market. Our paging business competes directly with traditional
one-way paging providers, and recently experienced significant competition and product substitution
from other advanced wireless data service providers, including two-way paging services providers and
wireless service providers. Prepaid calling cards are also in an intensely competitive segment where
many carriers resell cheaper aggregated international minutes through this medium and where wireless
products are further compressing pricing.

Employees

Through our businesses attributed to the MCI group, we employed a total of approximately 23,200
full and part-time personnel as of February 28, 2002 none of whom are represented by organized labor
unions. We consider our relationship with these employees to be good.

Patents, Trademarks, Tradenames and Service Marks

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense for the use
of the MCI tradenames for the next four years based on the following schedule:

2002: $30.0 million
2003: $35.0 million
2004: $40.0 million
2005: $45.0 million
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Any renewal or termination of use of the MCI tradename by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, an expense of $27.5 million per annum was allocated
to the MCI group for use of the MCI tradenames.

Regulation and Litigation

We are involved in legal and regulatory proceedings that are incidental to our business and have
included loss contingencies in other current liabilities and other liabilities for these matters in our
financial statements. In some instances, rulings by federal and state regulatory authorities may result in
increased operating costs to us. The results of these various legal and regulatory matters are uncertain
and could have a material adverse effect on our consolidated results of operations or financial position.
See the information contained in “Item 1. Business—Business—WorldCom group Operations—
Regulation and Litigation,” which is incorporated by reference herein, for a discussion of regulation
and litigation matters.

ITEM 2. PROPERTIES

The information contained in “Item 1. Business—Business—WorldCom group Operations—
Facilities” and “—MCI group Operations—Facilities” is hereby incorporated by reference.

ITEM 3. LEGAL PROCEEDINGS

We are involved in legal and regulatory proceedings generally incidental to our business. In some
instances, rulings by federal and some state regulatory authorities may result in increased operating
costs to us. As indicated above in Item 1. Business or in note 9 to our notes to consolidated financial
statements, which are incorporated herein by reference, the results of these various legal and regulatory
matters are uncertain and could have a material adverse effect on our consolidated results of
operations or financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None
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PART 1I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED
SHAREHOLDER MATTERS

The shares of WorldCom group stock and MCI group stock have been quoted on The Nasdaq
National Market under the symbols “WCOM” and “MCIT,” respectively, since our recapitalization on
June 7, 2001. Prior to June 7, 2001, WorldCom, Inc. common stock was quoted on The Nasdaq
National Market under the symbol “WCOM.” The following table sets forth the high and low sales
prices per share of WorldCom, Inc. common stock, WorldCom group stock and MCI group stock as
reported on The Nasdaq National Market based on published financial sources and the dividends
declared per MCI group share for the periods indicated.

WorldCom, Inc. WorldCom MCI group stock

common stock group stock Dividend

High Low High Low High Low declared
2000
First Quarter ................... $5500 $4063 $§ — $ — $§ — $ — §$ —
Second Quarter. .. ............... 47.00  35.88 — — — — —
Third Quarter . .. ................ 4997  25.25 — — — — —
Fourth Quarter . . ................ 30.44 13.50 — — — — —
2001
First Quarter ................... 23.50 14.25 — — — — —
Second Quarter (through June 7, 2001) 2152 1725 — — — — —
Second Quarter (starting June 7, 2001) . — — 1810 1327 2250 15.02 0.60
Third Quarter . .. ................ — — 15.90 11.50 17.22 11.00 0.60
Fourth Quarter . . ................ — —  16.06 11.79 15.40 10.90 0.60

As of February 28, 2002, there were 2,962,645,459 shares of WorldCom group stock issued and
outstanding, net of treasury shares, held by approximately 64,000 shareholders of record, and
118,325,109 shares of MCI group stock issued and outstanding, net of treasury shares, held by
approximately 53,000 shareholders of record.

Prior to the recapitalization, we did not pay cash dividends on our common stock and we have
never paid cash dividends on the WorldCom group stock. The policy of our board of directors is to
retain earnings attributed to the WorldCom group to provide funds for the operation and expansion of
its businesses.
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Preferred Stock

In connection with the Intermedia merger, we issued the following series of preferred stock, which

are mandatorily redeemable:

Aggregate # of shares

l\ll)l:'::r;:e):;egf Liquidation Annual consfertible at the
shares preference dividend option of holder
authorized, per per Associated WorldCom MCI
issued and preferred preferred depository group group
outstanding share share shares shares shares
Series D Junior Convertible
preferred stock, par value $0.01
pershare.................. 53,724 $2,500 $175 5,372,410 6,905,398 276,215
Series E Junior Convertible
preferred stock, par value $0.01
pershare.................. 64,047 $2,500 $175 6,404,690 5,295,766 211,830
Series F Junior Convertible
preferred stock, par value $0.01
pershare.................. 79,600 $2,500 $175 7,960,000 4,729,649 189,185
Series G Junior Convertible
Participating preferred stock, par
value $0.01 per share . ........ 200,000 $1,000 $ 70 n/a 5,555,555 222222

On August 20, 2001, the holder of our Series G preferred stock exercised its right to require us to
redeem all of the outstanding Series G preferred stock at par plus accrued dividends, or approximately

$200 million in the aggregate.

The Series D, E and F preferred stock are currently redeemable in whole or in part, at our option
for cash plus accrued and unpaid dividends at rates commencing with 103%, declining to 100% in 2004
and thereafter for the Series D and E preferred stock and commencing with 104%, declining to 100%
in 2005 and thereafter for the Series F preferred stock.

Dividends on the Series D, E and F preferred stock are payable in cash or shares of our common
stock, at our election on each July 15, October 15, January 15 and April 15. To date, we have paid
these dividends in cash and we expect to continue to pay cash dividends on our Series D, E and F

preferred stock.

The Series D, E and F preferred shareholders are generally entitled to one-tenth of a vote per
share of Series D, E or F preferred stock on all matters voting together with the WorldCom common

shareholders as a single class.

In October 2001, we exercised our option to redeem all of our outstanding Series B Preferred
Stock. Prior to the redemption date, substantially all of the holders of our Series B Preferred Stock
elected to convert the preferred stock into 0.1460868 shares of WorldCom group stock and 0.005843472
shares of MCI group stock for each share of Series B Preferred Stock held.

In January 2000, each outstanding share of WorldCom Series C $2.25 Cumulative Convertible

Exchangeable Preferred Stock was redeemed by WorldCom for $50.75 in cash, or approximately

$190 million in the aggregate.
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ITEM 6. SELECTED FINANCIAL DATA

Selected Historical Consolidated Financial Data

We derived the selected historical consolidated financial data presented below as of and for the
five years ended December 31, 2001 from our consolidated financial statements and related notes,
which include the WorldCom group and the MCI group. Our audited consolidated financial statements
for each of the years ended December 31, 1999, 2000 and 2001 are included in this Form 10-K. The
pro forma net income per share data set forth below give effect to the recapitalization as though the
recapitalization had occurred on January 1, 1999.

You should read the selected financial data together with our audited consolidated financial
statements and the “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” included in this document. In reading the following selected financial data, please note the
following:

* On September 14, 1998 we completed our merger with MCI. The MCI merger was accounted
for as a purchase; accordingly, the operating results of MCI are included from the date of that
acquisition.

* During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel. Based on actions taken during the second quarter, the accounting
principles generally accepted in the United States prohibit the continued consolidation of
Embratel’s results. Accordingly, our equity in Embratel’s earnings for 2001 is reported in
miscellaneous income.

* Results for 2001 include pre-tax costs of $865 million related to the write-off of investments in
certain publicly traded and privately held companies, $23 million as a result of costs associated
with the tracking stock capitalization, $207 million associated with domestic and international
severance packages and other costs related to our 2001 workforce reductions, and $48 million
associated with our proportionate share of a receivables write-down at Embratel.

* Results for 2000 include a pre-tax charge of $93 million associated with the termination of the
Sprint Corporation merger agreement, including regulatory, legal, accounting and investment
banking fees and other costs, and a $685 million pre-tax charge associated with specific domestic
and international wholesale accounts that were no longer deemed collectible due to
bankruptcies, litigation and settlements of contractual disputes that occurred in the third quarter
of 2000.

* In 1998, we recorded a pre-tax charge of $196 million in connection with the Brooks Fiber
Properties, Inc. merger, the MCI merger and the asset write-downs and loss contingencies. The
charge included $21 million for employee severance, $17 million for Brooks Fiber Properties
direct merger costs, $38 million for conformance of Brooks Fiber Properties accounting policies,
$56 million for exit costs under long-term commitments, $31 million for write-down of a
permanently impaired investment and $33 million related to asset write-downs and loss
contingencies associated with the Brooks Fiber Properties merger and the MCI merger.
Additionally, in connection with 1998 business combinations, we made allocations of the
purchase price to acquired in-process research and development totaling $429 million in the first
quarter of 1998 related to the CompuServe Corporation merger and the acquisition of ANS
Communications, Inc. and $3.1 billion in the third quarter of 1998 related to the MCI merger.

* In connection with debt refinancings, we recognized in 1997 and 1998 extraordinary items of
$3 million and $129 million, respectively, net of taxes, consisting of unamortized debt discount,
unamortized issuance cost and prepayment fees.

* We adopted the American Institute of Certified Public Accountants’ Statement of Position 98-5,
“Reporting on the Costs of Start-Up Activities” as of January 1, 1998. The cumulative effect of
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this change in accounting principle resulted in a one-time, non-cash expense of $36 million, net
of taxes. This expense represented start-up costs incurred primarily in conjunction with the
development and construction of the advanced messaging network of SkyTel Communications,
which are required to be expensed as incurred in accordance with this accounting standard.

During the fourth quarter of 2000, we implemented Staff Accounting Bulletin No. 101,
“Revenue Recognition in Financial Statements”, or SAB 101, which requires certain activation
and installation fee revenues to be amortized over the average life of the related service rather
than be recognized immediately. Costs directly related to these revenues may also be deferred
and amortized over the customer contract life. As required by SAB 101, we retroactively

adopted this accounting effective January 1, 2000, which resulted in a one-time expense of

$85 million, net of income tax benefit of $50 million.
At or for the Years Ended December 31,

1997 1998 1999 2000 2001
(in millions, except per share amounts)
Operating Results:
ReVENUES . . .o oot e $ 7,643 $17,617 $35,908 $39,000 $ 35,179
Operating income (loss) . ................... 982 (942) 7,888 8,153 3,514
Income (loss) before cumulative effect of

accounting change and extraordinary items . . . .. 185 (2,560) 4,013 4,238 1,501
Cumulative effect of accounting change ......... — (36) — (85) —
Extraordinary items. . ... ........ .. ... ... (3) (129) — — —
Net income (loss) applicable to common

sharcholders .. ......................... 143 (2,767) 3,941 4,088 1,384
Earnings (loss) per common share:

Income (loss) before cumulative effect of

accounting change and extraordinary items:

Basic ........ .. 0.10 (1.35) 1.40 1.46

Diluted . . ....... .. 0.10 (1.35) 1.35 1.43
Net income (loss):

Basic ........ ... 0.10 (1.43) 1.40 1.43

Diluted . . ........ . 0.09 (1.43) 1.35 1.40
WorldCom group pro forma net income per

share(1):

Basic ....... ... — — 0.81 0.88 0.48

Diluted . . ... ... — — 0.78 0.87 0.48
MCI group pro forma net income (loss) per

share(1):

Basicand diluted . . ...................... — — 14.32 13.52 (0.20)
Dividends declared per MCI group share . ....... — — — — 1.80
Weighted-average shares:

Basic ........ .. 1,470 1,933 2,821 2,868

Diluted . ......... . 1,516 1,933 2,925 2,912
Financial Position:

Total @ssets . . .o ov v $24,400 $87,092 $91,072 $98,903 $103,914
Long-term debt .............. ... ...... ... 7,811 16,448 13,128 17,696 30,038
Company obligated mandatorily redeemable and

other preferred securities . . ................ — 798 798 798 1,993

Shareholders’ investment . . .. ................ 14,087 45,241 51,238 55,409 57,930

(1) The WorldCom group stock and the MCI group stock pro forma net income per share calculations
were calculated using the two-class method, by dividing the earnings allocated to each series of
common stock by the number of shares of that series outstanding for the relevant period. The
earnings allocated to each series of common stock was determined based on the net income or loss
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amounts of the relevant group determined in accordance with accounting principles generally
accepted in the United States consistently applied. The number of shares of each series prior to
the recapitalization was determined by assuming that there were the same number of shares of
WorldCom group stock outstanding for the periods as there were for our existing stock and that
the number of shares of MCI group stock outstanding for the periods equaled Y25 of that amount.
For 1999, the WorldCom group share amounts equaled 2,821 million (basic) and 2,925 million
(diluted) and the MCI group share amounts equaled 115 million for both the basic and diluted
computations. For 2000, the WorldCom group share amounts equaled 2,868 million (basic) and
2,912 million (diluted) and the MCI group share amounts equaled 115 million for both the basic
and diluted computations. For 2001, the WorldCom group share amounts equaled 2,923 million
(basic) and 2,933 million (diluted) and the MCI group share amounts equaled 117 million for both
the basic and diluted computations. The combined financial statements of the WorldCom group
and the MCI group do not present earnings per share because the WorldCom group stock and the
MCI group stock are series of common stock of WorldCom and because the WorldCom group and
the MCI group are not legal entities with their own capital structure.

Selected Historical Consolidating Financial Data

The following schedules present balance sheet, statement of operations and statement of cash flows
data of the WorldCom group, the MCI group and WorldCom for each of the three years ended
December 31, 2001. We have presented this information to illustrate the financial results of the
WorldCom group and the MCI group and how the financial results of these groups relate to the
consolidated results of WorldCom. This information, which has been prepared in accordance with
accounting principles generally accepted in the United States, should be read together with the audited
financial statements of each of WorldCom, the WorldCom group and the MCI group and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in
this Form 10-K.

The balance sheets, statements of operations and statements of cash flows of WorldCom, the
WorldCom group and the MCI group for the years ended December 31, 1999, 2000 and 2001 have
been derived from the audited financial statements which are included in this Form 10-K.

The financial information reflects the performance of the businesses attributed to each of the
WorldCom group and the MCI group and includes the attribution and allocation of our assets,
liabilities, revenues and expenses between the WorldCom group and the MCI group in accordance with
our tracking stock policy, which has been consistently applied for all periods presented, and requires:

* centralized management of most financial activities, under which the MCI group will generally
not be allocated any cash balances;

* debt allocated to the MCI group to carry an interest rate equal to the weighted-average interest
rate, excluding capitalized interest, of WorldCom plus a spread based upon rates at which the
MCI group would borrow if it was a wholly owned subsidiary of WorldCom but did not have the
benefit of any guarantee by WorldCom. Each group’s allocated debt increases or decreases by
the amount of any net cash generated by, or required to fund, the group’s operating activities,
investing activities, dividend payments, share repurchases and other financing activities;

e the MCI group to be allocated an expense for use of our fiber optic systems, which are
attributed to the WorldCom group, and the WorldCom group to be allocated an expense for use
of our business voice switched services, which are attributed to the MCI group. The fees for
each of these services will be equal to a portion, based on usage, of the applicable costs and
results in a corresponding decrease in the other group’s related depreciation expense;

* the transfer of assets and liabilities between the businesses attributed to one group and the
businesses attributed to the other group to be at fair value, and all other material transactions
between the groups are intended to be on an arm’s-length basis. These other transactions
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initially consist of the MCI group’s use of buildings, furniture and fixtures and the MCI
tradenames, which assets have been attributed to the WorldCom group. The MCI group will be
allocated a portion, based on usage, of the applicable costs, which will result in a corresponding
decrease in the WorldCom group’s related depreciation and amortization expense;

* the cost of shared corporate services and related balance sheet amounts to be attributed to each
of the groups based upon identification of the services specifically benefiting the group. Where
determinations based on specific identification are impractical, other methods and criteria are
used to make allocations between the groups, such as number of employees and total line costs
or revenues generated by each group; and

* the tax expense or benefit allocable to the MCI group to be the amount the MCI group would
have incurred had it filed tax returns as a separate taxpayer and the tax expense allocable to the
WorldCom group to be the excess, if any, of our tax expense over the tax expense or benefit
allocable to the MCI group. Tax benefits that cannot be used by a group generating those
benefits but can be used on a consolidated basis are credited to the group that generated those
benefits.

Our board of directors or any special committee appointed by our board of directors may, without
shareholder approval, change the policies set forth in our policy statement. Our board of directors or
any special committee appointed by our board of directors also may, without shareholder approval,
adopt additional policies or make exceptions with respect to the application of the policies described in
our policy statement in connection with particular facts and circumstances, all as they may determine to
be in the best interests of WorldCom. Our board is subject to fiduciary duties to all of WorldCom’s
shareholders as one group, not to the holders of any series of stock separately. Any changes or
exceptions will be made after a determination by our board of what is in the best interests of
WorldCom as a whole, which may be detrimental to the interests of the holders of one series of stock.

32



Consolidating Balance Sheet
(In millions)

At December 31, 1999

WorldCom MCI

Group Group Eliminations(1)  WorldCom
CUITENE ASSELS . « v v o vt e et e e e e e e $ 9,037 $ 2,263 $(976) $10,324
Property and equipment, net . . .................. 26,227 2,391 — 28,618
Goodwill and other intangibles . ................. 37,252 10,056 — 47,308
Other assets . . ... oottt e e e e 4,717 105 — 4,822
Total @SSEtS . . v v v ot $77,233  $14,815 $(976) $91,072
Current liabilities ... ........... .. .. .. .. ...... $12,694 $ 5,491 $(976) $17,209
Long-termdebt .......... ... ... ... ....... 7,128 6,000 — 13,128
Noncurrent liabilities. . ... ... ... ... . . ... ... 5,276 824 — 6,100
Minority interests . . ....... .. 2,599 — — 2,599

Company obligated mandatorily redeemable preferred
SECUTTLICS . + v v v v et e e e e e et et et et e 798 — — 798
Shareholders’ investment . . .. ................... 48,738 2,500 — 51,238
Total liabilities and shareholders’ investment . . . . . .. $77,233  $14,815 $(976) $91,072

(1) Represents the elimination of intergroup receivables and payables associated with other intergroup
allocations between the WorldCom group and the MCI group. The WorldCom group had a net
receivable from the MCI group of $976 million and the MCI group had a corresponding net

payable to the WorldCom group.
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Consolidating Statement of Operations

(In millions)
Year Ended December 31, 1999

WorldCom MCI
Group Group Eliminations WorldCom
Revenues . ....... ... . . . $19,736 $16,172 $  — $35,908
Operating expenses:
Line costs:
Attributed costs (1) .. ........ ... L 7,841 6,898 — 14,739
Intergroup allocated expenses (2) .. .............. 64 189 (253) —
Selling, general and administrative:
Attributed costs (1) . ... ... i 2,594 3,113 3,228 8,935
Shared corporate services (3) . .................. 1,601 1,627 (3,228) —
Other intergroup allocated expenses (4). . .......... — 331 (331) —
Depreciation and amortization:
Attributed costs (1) . ... ... i 3,533 821 — 4,354
Intergroup allocated expenses (5) .. .............. (520) (64) 584 —
Other charges . ........... ... . .. ®) — — ®)
Total ... 15,105 12,915 — 28,020
Operating income . . ............. . ... 4,631 3,257 — 7,888
Interest expense . ......... ... ... ... ... (460) (506) — (966)
Miscellaneous income . .. ............ ... ... 237 5 — 242
Income before income taxes and minority interests . ... ... 4,408 2,756 — 7,164
Provision for income taxes . . ... ... ...t 1,856 1,109 — 2,965
Income before minority interests . .. ................. 2,552 1,647 — 4,199
Minority interests . .. ... ... ...t (186) — — (186)
Net income before distributions on mandatorily redeemable
preferred securities . . .. ... ... L L ... 2,366 1,647 — 4,013
Distributions on mandatorily redeemable preferred securities
and other preferred dividend requirements . .......... 72 — — 72
NetinCOME . . . oot ottt e e e e e e e $ 2,294 $ 1,647 $  — $ 3,941
(1) Attributed costs represent costs directly incurred by or attributed to the WorldCom group and the MCI

)

®)

4)

®)

group and do not include any intergroup allocations.

The WorldCom group was allocated $64 million for its usage of our business voice switches, which have
been attributed to the MCI group, and the MCI group was allocated $189 million for its usage of our
fiber optic systems, which have been attributed to the WorldCom group.

Our shared corporate services (such as executive management, human resources, legal, regulatory,
accounting and tax, treasury, strategic planning and information systems support) have been allocated to
the WorldCom group and the MCI group in the amounts of $1.6 billion and $1.6 billion, respectively.
The MCI group was allocated $303 million of costs related to its use of buildings, furniture and fixtures
and $28 million for use of the MCI tradenames, which assets have been attributed to the WorldCom
group.

A credit of $492 million and $64 million to depreciation expense has been recorded by the WorldCom
group and the MCI group, respectively, to reflect the allocation of a portion of the applicable costs for
the use by the WorldCom group of the business voice switches attributed to the MCI group, and the
proportionate use by the MCI group of the fiber optic systems and buildings, furniture and fixtures
attributed to the WorldCom group. Additionally, a credit of $28 million to amortization expense has
been recorded by the WorldCom group to reflect the charge to the MCI group for use of the MCI
tradenames.
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Consolidating Statement of Cash Flows
(In millions)

Year Ended December 31, 1999

WorldCom

Group MCI Group  Eliminations WorldCom
Cash flows from operating activities:
Netincome . ... .ov v $ 2,366 $ 1,647 $ — $ 4,013
Adjustments to reconcile net income to net cash
provided by operating activities . . .......... 4,986 2,006 — 6,992
Net cash provided by operating activities . . . . . . . 7,352 3,653 — 11,005
Cash flows from investing activities:
Capital expenditures . .................... (7,929) (787) — (8,716)
Acquisitions and related costs . . .. ........... (786) (292) — (1,078)
All other investing activities, net . . . .......... 670 (431) — 239
Net cash used in investing activities . . . ... ... (8,045) (1,510) — (9,555)
Cash flows from financing activities:
Principal repayments on debt, net . .. ......... (2,894) — — (2,894)
Attributed stock activity of WorldCom, Inc. . . ... 886 — — 886
Intergroup advances, net .................. 2,097 (2,097) — —
All other financing activities, net. . .. ......... (72) — — (72)
Net cash provided by (used in) financing
activities . . . ... .o 17 (2,097) — (2,080)
Effect of exchange rate changes oncash......... (221) — — (221)
Net increase (decrease) in cash and cash
equivalents ........... . ... .. (897) 46 — (851)
Cash and cash equivalents beginning of period . . . . 1,703 24 — 1,727
Cash and cash equivalents end of period ........ $ 806 $ 70 $ — $ 876
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Consolidating Balance Sheet
(In millions)

At December 31, 2000

WorldCom MCI

Group Group Eliminations(1)  WorldCom
CUITENE ASSELS . « v v o vt e et e e e e e e $ 8,092 §$ 2312 $ (649) $ 9,755
Property and equipment, net . . .................. 35,177 2,246 — 37,423
Goodwill and other intangibles . ................. 36,685 9,909 — 46,594
Other assets . .. ...o vt 5,939 168 (976) 5,131
Total assets . .. ..o vt e $85,893  $14,635 $(1,625) $98,903
Current liabilities ... ........... .. .. .. .. ...... $14,213  $ 4,109 $ (649) $17,673
Long-termdebt .......... ... ... ... ....... 11,696 6,000 — 17,696
Noncurrent liabilities. . .. ........ ... ... ... ..... 3,648 2,063 (976) 4,735
Minority interests . . ....... .. 2,592 — — 2,592

Company obligated mandatorily redeemable preferred
SECUTTLICS . + v v v v et e e e e e et et et et e 798 — — 798
Shareholders’ investment . . .. ................... 52,946 2,463 — 55,409
Total liabilities and shareholders’ investment . . . . . $85,893  $14,635 $(1,625) $98,903

(1) Represents the elimination of intergroup receivables and payables associated with other intergroup
allocations between the WorldCom group and the MCI group. The WorldCom group had a net
receivable from the MCI group (and the MCI group had a corresponding net payable to the

WorldCom group) of $1.6 billion, of which $649 million was classified as current with the

remainder classified as long-term.
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Consolidating Statement of Operations
(In millions)
Year Ended December 31, 2000
WorldCom  MCI

Group Group Eliminations WorldCom
REVENUES . . . oot $22,755 $16,335 $ —  $39,090
Operating expenses:
Line costs:
Attributed costs (1) ... ... 8,658 6,804 — 15,462
Intergroup allocated expenses (2) ... .......ooivenn. . 87 373 (460) —
Selling, general and administrative:
Attributed costs (1) .. ... 3,682 2,981 3,934 10,597
Shared corporate services (3) ... ... ... i 2,007 1,927 (3,934) —
Other intergroup allocated expenses (4) . ............... — 254 (254) —
Depreciation and amortization:
Attributed costs (1) . . . ..o 3,907 971 — 4,878
Intergroup allocated expenses (5) .. ................... (627) (87) 714 —
Total . ..o 17,714 13,223 — 30,937
Operating inCome . . . .. ..ottt ittt 5,041 3,112 — 8,153
INterest EXPense . . . ... v vt e (458) (512) — (970)
Miscellaneous income . . . ......... ... i 385 — — 385
Income before income taxes, minority interests and cumulative
effect of accounting change . .. ....... ... ... ... ... .... 4,968 2,600 — 7,568
Provision for income taxes . .. ... ... ... 1,990 1,035 — 3,025
Income before minority interests and cumulative effect of
accounting change . ... ... .. ... ..ottt 2,978 1,565 — 4,543
MInority interests . . .. ..o v it (305) — — (305)
Income before cumulative effect of accounting change ......... 2,673 1,565 — 4,238
Cumulative effect of accounting change . ................... (75) (10) — (85)
Net income before distributions on mandatorily redeemable
preferred securities . . . ... ... ... 2,598 1,555 — 4,153
Distributions on mandatorily redeemable preferred securities and
other preferred dividend requirements . .................. 65 — — 65
NEt INCOME . . o v v v et et e e e e e e e e e e e e $ 2533 $1555 $§ — $ 4,088
(1) Attributed costs represent costs directly incurred by or attributed to the WorldCom group and the MCI

@)

®)

4)

®)

group and do not include any intergroup allocations.

The WorldCom group was allocated $87 million for its usage of our business voice switches, which have
been attributed to the MCI group, and the MCI group was allocated $373 million for its usage of our
fiber optic systems, which have been attributed to the WorldCom group.

Our shared corporate services (such as executive management, human resources, legal, regulatory,
accounting and tax, treasury, strategic planning and information systems support) have been allocated to
the WorldCom group and the MCI group in the amounts of $2.0 billion and $1.9 billion, respectively.
The MCI group was allocated $226 million of costs related to its use of buildings, furniture and fixtures
and $28 million for use of the MCI tradenames, which assets have been attributed to the WorldCom
group.

A credit of $599 million and $87 million to depreciation expense has been recorded by the WorldCom
group and the MCI group, respectively, to reflect the allocation of a portion of the applicable costs for
the use by the WorldCom group of the business voice switches attributed to the MCI group, and the
proportionate use by the MCI group of the fiber optic systems and buildings, furniture and fixtures
attributed to the WorldCom group. Additionally, a credit of $28 million to amortization expense has
been recorded by the WorldCom group to reflect the charge to the MCI group for use of the MCI
tradenames.
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Consolidating Statement of Cash Flows

(In millions)

Year Ended December 31, 2000

WorldCom
Group MCI Group  Eliminations WorldCom
Cash flows from operating activities:
NetiNCOME . . . v v vttt e e e e $ 2,598 $ 1,555 $ $ 4,153
Adjustments to reconcile net income to net cash
provided by operating activities. . .. .......... 2,732 781 3,513
Net cash provided by operating activities . . . . . 5,330 2,336 7,666
Cash flows from investing activities:
Capital expenditures . ...................... (10,984) (500) (11,484)
Acquisitions and related costs . ............... (14) — (14)
All other investing activities, net . ............. (2,614) (273) (2,887)
Net cash used in investing activities . . . ... ... (13,612) (773) (14,385)
Cash flows from financing activities:
Principal borrowings on debt, net . . ............ 6,377 — 6,377
Attributed stock activity of WorldCom, Inc. ... ... 585 — 585
Intergroup advances, net . ................... 1,592 (1,592) —
All other financing activities, net . ............. (339) — (339)
Net cash provided by (used in) financing
ACHIVILIES .« o v v o e e e e 8,215 (1,592) 6,623
Effect of exchange rate changes on cash......... (19) — (19)
Net decrease in cash and cash equivalents ....... (86) (29) (115)
Cash and cash equivalents beginning of period . . . . 806 70 876
Cash and cash equivalents end of period ........ $ 720 $ 41 $ $ 761
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Consolidating Balance Sheet
(In millions)

At December 31, 2001

WorldCom MCI
Group Group Eliminations(1) WorldCom
Current assets . .. ... $ 8,179 $ 1,926 $  (900) $ 9,205
Property and equipment, net .......... 36,792 2,017 — 38,809
Goodwill and other intangibles . . ... .... 40,818 9,719 — 50,537
Other assets . ..............o.o.... 6,112 i (976) 5,363
Total assets . . ..o oo $ 91,901 $ 13,889 $ (1,876) $103,914
Current liabilities. .. ................ $ 5915 $ 4,195 $  (900) $ 9,210
Long-termdebt . ................... 24,533 5,505 — 30,038
Noncurrent liabilities . . .............. 3,742 1,876 (976) 4,642
Minority interests . ................. 101 — — 101
Mandatorily redeemable and other
preferred securities . . .. ............ 1,993 — — 1,993
Shareholders’ investment . ............ 55,617 2,313 — 57,930
Total liabilities and shareholders’
investment .................... $ 91,901 $ 13,889 $ (1,876) $103,914

(1) Represents the elimination of intergroup receivables and payables associated with other intergroup
allocations between the WorldCom group and the MCI group. The WorldCom group had a net
receivable from the MCI group (and the MCI group had a corresponding net payable to the
WorldCom group) of $1.9 billion, of which $900 million was classified as current with the
remainder classified as long-term.
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Consolidating Statement of Operations
(In millions)

Year Ended December 31, 2001

WorldCom MCI
Group Group Eliminations WorldCom
Revenues ............ ... $21,348 $13,831 $  — $35,179
Operating expenses:
Line costs:
Attributed costs (1) .. ... ... ... 8,019 6,720 — 14,739
Intergroup allocated expenses (2) ... ......... 101 360 (461) —
Selling, general and administrative:
Attributed costs (1) .. ... ... . .. 4,052 3,438 3,556 11,046
Shared corporate services (3) .. ............. 2,006 1,550 (3,556) —
Other intergroup allocated expenses (4) ....... — 360 (360) —
Depreciation and amortization:
Attributed costs (1) ... ... ... 4,841 1,039 — 5,880
Intergroup allocated expenses (5) .. .......... (720) (101) 821 —
Total . ... 18,299 13,366 — 31,665
Operating income . . ............ ..., 3,049 465 — 3,514
Interest eXpense . ... ... ...t (1,029) (504) — (1,533)
Miscellaneous income . .. .............. ... 412 — — 412
Income (loss) before income taxes and minority
INEETESES « v v v e e e e e e 2,432 (39) — 2,393
Income tax expense (benefit) .................. 943 (16) — 927
Income (loss) before minority interests . .......... 1,489 (23) — 1,466
Minority interests . ............. ... .. .. .. .. 35 — — 35
Net income (loss) before distributions on mandatorily
redeemable preferred securities . ... ........... 1,524 (23) — 1,501
Distributions on mandatorily redeemable preferred
securities and other preferred dividend requirements 117 — — 117
Net income (10SS) . .. ...t ... $ 1,407 $ (23 8 — $ 1,384

(1) Attributed costs represent costs directly incurred by or attributed to the WorldCom group and the MCI
group and do not include any intergroup allocations.

(2) The WorldCom group was allocated $101 million for its usage of our business voice switches, which have
been attributed to the MCI group, and the MCI group was allocated $360 million for its usage of our
fiber optic systems, which have been attributed to the WorldCom group.

(3) Our shared corporate services (such as executive management, human resources, legal, regulatory,
accounting and tax, treasury, strategic planning and information systems support) have been allocated to
the WorldCom group and the MCI group in the amounts of $2.0 billion and $1.6 billion, respectively.

(4) The MCI group was allocated $332 million of costs related to its use of buildings, furniture and fixtures
and $28 million for use of the MCI tradenames, which assets have been attributed to the WorldCom
group.

(5) A credit of $692 million and $101 million to depreciation expense has been recorded by the WorldCom
group and the MCI group, respectively, to reflect the allocation of a portion of the applicable costs for
the use by the WorldCom group of the business voice switches attributed to the MCI group, and the
proportionate use by the MCI group of the fiber optic systems and buildings, furniture and fixtures
attributed to the WorldCom group. Additionally, a credit of $28 million to amortization expense has
been recorded by the WorldCom group to reflect the charge to the MCI group for use of the MCI
tradenames.
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Consolidating Statement of Cash Flows
(In millions)

Year Ended December 31, 2001

WorldCom

Group MCI Group  Eliminations WorldCom
Cash flows from operating activities:
Net income (10SS) . ... vvvv i $ 1524 § (23) § — $ 1501
Adjustments to reconcile net income (loss) to net
cash provided by operating activities . . ........ 5,081 1,412 — 6,493

Net cash provided by operating activities . . . . . 6,605 1,389 — 7,994
Cash flows from investing activities:
Capital expenditures . ...................... (7,619) (267) — (7,886)
Acquisitions and related costs . ............... (206) — — (206)
All other investing activities, net . ............. (993) (605) — (1,598)

Net cash used in investing activities . . . ... ... (8,818) (872) — (9,690)
Cash flows from financing activities:
Principal borrowings (repayments) on debt, net. . . . 3,526 (495) — 3,031
Attributed stock activity of WorldCom, Inc. ... ... 124 — — 124
Intergroup advances, net .. .................. (15) 15 — —
All other financing activities, net . ............. (555) (71) — (626)

Net cash provided by (used in) financing

activities . ... ... ... 3,080 (551) — 2,529
Effect of exchange rate changes oncash......... 38 — — 38
Net increase (decrease) in cash and cash
equivalents . .......... . ... 905 (34) — 871

Cash and cash equivalents beginning of period . . . . 720 41 — 761
Deconsolidation of Embratel . ................ (216) — — (216)
Cash and cash equivalents end of period ........ $ 1,409 $ 7 $ — $ 1416
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Overview

On June 7, 2001, our shareholders approved a recapitalization involving the creation of two
separately traded tracking stocks: WorldCom group stock, which is intended to track the separate
performance of our data, Internet, international and commercial voice businesses; and MCI group
stock, which is intended to reflect the performance of our consumer, small business, wholesale long
distance voice and data, wireless messaging and dial-up Internet access businesses.

Through the businesses that we have realigned as the WorldCom group, which have an extensive,
advanced facilities-based global communications network, we provide a broad range of integrated
communications and managed network services to both U.S. and non-U.S. based corporations.
Offerings include data services such as frame relay, asynchronous transfer mode and Internet protocol
networks; Internet related services, including dedicated access, virtual private networks, digital
subscriber lines, web centers encompassing application and server hosting and managed data services;
commercial voice services; and international communications services.

Through the businesses that we have realigned as the MCI group, we provide a broad range of
retail and wholesale communications services, including long distance voice and data communications,
consumer local voice communications, wireless messaging, private line services and dial-up Internet
access services. Our retail services are provided to consumers and small businesses in the United States.
We are the second largest carrier of long distance telecommunications services in the United States.
Our services include: basic long distance telephone service, dial around, collect calling, operator
assistance and calling card services (including prepaid calling cards) and toll free or 800 services. We
offer these services individually and in combinations. Through combined offerings, we provide
customers with benefits such as single billing, unified services for multi-location companies and
customized calling plans. Our wholesale businesses include wholesale voice and data services provided
to carrier customers and other resellers and dial-up Internet access services.

On July 1, 2001, we acquired Intermedia for approximately $5.8 billion, including assumed
long-term debt, pursuant to the merger of a wholly owned subsidiary with and into Intermedia, with
Intermedia continuing as the surviving corporation and as a subsidiary of WorldCom. As a result of the
Intermedia merger, we acquired a controlling interest in Digex, a provider of managed Web and
application hosting services. In connection with the Intermedia merger, stockholders of Intermedia
received one share of WorldCom group stock (or 57.1 million WorldCom group shares in the
aggregate) and %25 of a share of MCI group stock (or 2.3 million MCI group shares in the aggregate)
for each share of Intermedia common stock they owned. Holders of Intermedia preferred stock, other
than Intermedia Series B Preferred Stock, received one share of a class or series of our preferred stock,
with substantially identical terms, which were established upon consummation of the Intermedia
merger. As a result of the merger with Intermedia, we own approximately 90% of the voting securities
of Intermedia.

Since the Intermedia merger, we initiated plans to improve cash flow and operating results by
reorganizing and restructuring Intermedia’s operations. These plans include workforce reductions and
other administrative cost savings, the discontinuance of all product lines with unacceptable or negative
margins and the ultimate disposal of all assets associated with such product lines or businesses.

We believe that the Intermedia merger should support our web hosting expansion by providing a
comprehensive portfolio of hosting products and services for mid-sized and large businesses.
Additionally, we expect that Digex will continue to build its operations and expand its customer base,
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causing it to continue to incur operating losses for the foreseeable future, which could adversely affect
our results of operations.

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel. The restructuring included the resignation of certain Embratel board of
directors seats, the irrevocable obligation to vote a portion of our common shares in a specified
manner and the transfer of certain economic rights associated with such shares to an unrelated third
party. Based on these actions, the accounting principles generally accepted in the United States prohibit
the continued consolidation of Embratel’s results. Accordingly, we have deconsolidated Embratel’s
results effective January 1, 2001.

The following discussion and analysis relates to our financial condition and results of operations
for the years ended December 31, 1999, 2000 and 2001. This information should be read in conjunction
with the consolidated financial statements and notes thereto contained herein, and the combined
financial statements and notes thereto of each of the WorldCom group and the MCI group contained
herein as well as the “Cautionary Statement Regarding Forward-Looking Statements” in this
Form 10-K.

Additional Discussion Related to the WorldCom Group and the MCI Group Financial Statements

Each of the WorldCom group and the MCI group includes the results of operations shown in the
combined statements of operations and the attributed assets and liabilities shown in the combined
balance sheets of the relevant group. If we acquire interests in other businesses, we intend to attribute
those assets and any related liabilities to our WorldCom group or our MCI group in accordance with
our tracking stock policy statement. All net income and cash flows generated by the assets will be
attributed to the group to which the assets were attributed and all net proceeds from any disposition of
these assets will also be attributed to that group.

Although we sometimes refer to such assets and liabilities as those of the WorldCom group or the
MCI group, neither of the groups is a separate legal entity. Rather, all of the assets of a group are
owned by WorldCom and holders of the WorldCom group stock or the MCI group stock are
shareholders of WorldCom and subject to all of the risks of an investment in WorldCom and all of its
businesses, assets and liabilities.

We intend, for so long as the WorldCom group stock and the MCI group stock remains
outstanding, to include in filings by WorldCom under the Securities Exchange Act of 1934, as amended,
the combined financial statements of each of the WorldCom group and the MCI group. These
combined financial statements will be prepared in accordance with accounting principles generally
accepted in the United States, and in the case of annual financial statements, will be audited. These
combined financial statements are not legally required under current law or SEC regulations.

Our board of directors or any special committee appointed by our board of directors may, without
shareholder approval, change the policies set forth in our tracking stock policy statement. Our board of
directors or any special committee appointed by our board of directors also may, without shareholder
approval, adopt additional policies or make exceptions with respect to the application of the policies
described in our policy statement in connection with particular facts and circumstances, all as they may
determine to be in the best interests of WorldCom. Our board is subject to fiduciary duties to all of
WorldCom’s shareholders as one group, not to the holders of any series of stock separately. Any
changes or exceptions will be made after a determination by our board of what is in the best interests
of WorldCom as a whole, which may be detrimental to the interests of the holders of one series of
stock. The ability to make these changes may make it difficult to address the future of a group based
on the group’s past performance.
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Results of Operations

The following table sets forth for the periods indicated our statements of operations as a
percentage of our revenues for the periods indicated:

For the Years Ended
December 31,

1999 2000 2001

Revenues . . . ... 100.0% 100.0% 100.0%
Line COStS . ..ottt 41.0 39.6 41.9
Selling, general and administrative . ........... ... ... ... . ... ... 24.9 27.1 314
Depreciation and amortization . .............. ... .. ... 121 12.5 16.7
Operating iNCOME . . . .t vttt e e e e e e e e e et e e e et e e 22.0 20.9 10.0
Other income (expense):

INEIESt EXPENSE .« . o v v v vt e e e e e (2.7) (2.5) (4.4)

Miscellaneous . . . . . ..ot 0.7 1.0 1.2
Income before income taxes, minority interests and cumulative effect of

accounting change. . .. ... .. 20.0 19.4 6.8
Provision for income taxes . ............. .. 8.3 7.7 2.6
Income before minority interests and cumulative effect of accounting change.  11.7 11.6 4.2
MINOTity INtETESTS . . . o o v vt e e e e e e e (0.5) (0.8) 0.1
Cumulative effect of accounting change . . .......................... — (0.2) —
NEt iNCOME . . .\ttt e e e 11.2 10.6 4.3
Distributions on mandatorily redeemable preferred securities and other

preferred dividend requirements . ............... ... ... 0.2 0.2 0.3
Net income applicable to common shareholders . ..................... 11.0% 10.5%  3.9%

Year Ended December 31, 2000 vs.
Year Ended December 31, 2001

For the years December 31, 2000 and 2001, our revenues were as follows (dollars in millions):

2000 2001
Percent of Percent of
$ Total $ Total
WorldCom group. .. ...t $22,755 582% $21,348 60.7%
MCIL gIroup . .« vt e e e 16,335 41.8 13,831 39.3

$39,090 100.0% $35,179 100.0%
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Reported revenues by category for the years ended December 31, 2000 and 2001 reflect the
following changes by category (dollars in millions):

Percent
2000 2001 Change
Commercial Services Revenues
VOICE . . v v $ 7,036 $ 6,591 (6.3)%
Data ... .. 7,389 8,620 16.7
International . ............... ... .. ... ... ... 2,367 2,977 25.8
Embratel, net. . ........... ... ... .. ... ... 3,508 —  (100.0)
Internet . . ... .. e 2,455 3,160 28.7
Total Commercial Services Revenues .............. 22755 21,348 (6.2)
CONSUMET . .« vttt ettt e e e 7,778 7,227 (7.1)
Wholesale .. ...... ... ... .. . . L. 3,388 2,641  (22.0)
Alternative channels and small business . . ......... 3,541 2,427  (31.5)
Dial-up Internet . . .. ... .o . 1,628 1,536 (5.7
Total . . ... .. ... . $39,000 $35,179  (10.0)

Commercial services revenues, which include the revenues generated from commercial voice, data,
international and Internet services, for 2001 were $21.3 billion versus $22.8 billion for 2000. As
previously indicated, during the second quarter of 2001, we took steps to restructure our investment in
Embratel which resulted in the deconsolidation of Embratel effective January 1, 2001. Excluding
Embratel from the 2000 period, 2001 commercial services revenues increased 10.9% versus 2000.

Voice revenues for 2001 decreased 6.3% over 2000 on traffic growth of 2.6%. The revenue
decreases were partially offset by wireless voice revenue increases of 32.6% for 2001. Excluding wireless
voice revenues, commercial voice revenues decreased 12.7% over 2000. Voice revenues include
domestic commercial long distance and local switched revenues.

Data revenues for 2001 increased 16.7% over 2000. Data includes both commercial long distance
and local dedicated bandwidth sales. For the year ended December 31, 2001, approximately 32% of
data revenues were derived from frame relay and asynchronous transfer mode services, where we
experienced demand for capacity increases across the product set as businesses moved more of their
mission-critical applications to their own networks during the period. At the same time, we continued
to experience strong price pressure for data services in our emerging markets due to competition and
the general decline in economic condition of our customers, which we expect to continue in the
foreseeable future.

International revenues for 2001 increased 25.8% to $3.0 billion versus $2.4 billion, excluding
Embratel, for 2000. Geographically, Europe grew 18.4% and Asia Pacific and other areas grew 43.9%
for 2001. These increases were partially offset by foreign currency fluctuations that had the effect of
reducing revenues by approximately $160 million in 2001. Although our mix improved towards a more
profitable blend of data versus voice, and retail versus wholesale, our international business continues
to experience significant price pressure on its products.

Internet revenues for 2001 increased 28.7% over 2000. Growth was driven by demand for
dedicated circuits as business customers continue to migrate their data networks and applications to
Internet-based technologies requiring greater amounts of bandwidth. Additionally, Internet revenues for
2001 included $58 million of Digex revenues, after intercompany eliminations, as a result of the
Intermedia merger. During 2001, we began to introduce our new managed hosting products and virtual
private networks on public and shared environments. We expect these products, which are in the initial
phases of their life cycle, to gradually contribute to our revenue growth over the next several quarters.

45



Internet revenues include dedicated Internet access, managed networking services and applications
(such as virtual private networks), web hosting and electronic commerce and transaction services (such
as web centers and credit card transaction processing).

Consumer revenues for 2001 decreased 7.1% over 2000. The majority of this decrease is attributed
to decreases in calling card, dial around and dial-1 revenues as a result of consumers’ substitution of
wire line services with wireless and e-mail. Our consumer local initiatives continued to perform well as
consumer local revenues increased approximately 180% for 2001 versus 2000.

Wholesale revenues for 2001 decreased 22.0% over 2000. The wholesale market continued to be
extremely price competitive, and this, in addition to bankruptcies, a reduction in private line circuits
related to customer internal network consolidation and the impact of the September 11th attacks,
contributed to the year-over-year decrease. Wholesale revenues during 2001 were also impacted by
proactive revenue initiatives, which were made to improve the quality of the wholesale revenue stream
as we shift the MCI group’s focus from revenue growth to cash generation.

Alternative channels and small business revenues for 2001 decreased 31.5% over 2000. Alternative
channels and small business includes sales agents and affiliates, wholesale alternative channels, small
business, prepaid calling card and wireless messaging revenues. These decreases are attributed to
pricing pressures in the wholesale and small business markets which negatively affected revenue growth
and gross margins in this area, and proactive initiatives to de-emphasize services with unacceptable
gross margins as we shift the MCI group’s focus from revenue growth to cash generation.

Dial-up Internet revenues for 2001 decreased 5.7% over 2000. Our dial access network has grown
12.7% to approximately 3.2 million modems as of December 31, 2001, compared with the prior year
period. Additionally, Internet connect hours increased 9.3% to 7.1 billion hours for 2001 versus 2000.
These network usage increases were more than offset by pricing pressure resulting from the impact of
volume discounts, which lowered average revenue per hour by approximately 17% for 2001 versus 2000.

Line costs. For the years ended December 31, 2000 and 2001, our line costs were as follows
(dollars in millions):

2000 2001
Percent of Percent of
$ Total $ Total
WorldCom group . . ... vvvii i $ 8,745 56.6% $ 8,120 55.1%
MCLroup .. .vvvii i 7,177 46.4 7,080 48.0
Intergroup eliminations ..................... (460) (3.0) (461) (3.1

$15,462 100.0% $14,739 100.0%

Line costs as a percentage of revenues for 2001 increased to 41.9% as compared to 39.6% for
2000. Excluding Embratel for the 2000 period, line costs for 2000 were $13.8 billion, or 38.9% of
revenues. The increase as a percentage of revenues reflects the pricing pressure in the commercial data,
international, Internet and wholesale markets as well as the continued competitive pricing in the
dial-up Internet business which experienced a 17% decrease in dial-up revenues per hour for 2001
versus 2000. Additionally, line costs as a percentage of revenues have increased as a result of the
decrease in higher margin calling card and dial around revenues due to wireless substitution as noted
above.

Line costs were partially offset by foreign currency exchange fluctuations, which had the effect of
reducing line costs as a percentage of revenues by less than one-half of a percentage point for 2001 as
compared to 2000, and by increased data and dedicated Internet traffic over our own facilities, which
positively affected line costs as a percentage of revenues by more than one-half of a percentage point
for 2001.
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The principal components of line costs are access charges and transport charges. Regulators have
historically permitted access charges to be set at levels that are well above traditional local phone
companies’ costs. As a result, access charges have been a source of universal service subsidies that
enable local exchange rates to be set at levels that are affordable. We have actively participated in a
variety of Federal, state, local and international regulatory proceedings with the goal of bringing access
charges to cost-based levels and to fund universal service using explicit subsidies funded in a
competitively neutral manner. We cannot predict the outcome of these proceedings or whether or not
the results will have a material adverse impact on our consolidated financial position or results of
operations. However, our goal is to manage transport costs through effective utilization of our
networks, favorable contracts with carriers and network efficiencies made possible as a result of
expansion of our customer base.

Selling, general and administrative. For the years ended December 31, 2000 and 2001, our selling,
general and administrative expenses were as follows (dollars in millions):

2000 2001
Percent of Percent of
$ Total $ Total
WorldCom group . . ... vvvii i $ 5,689 53.7% $ 6,058 54.8%
MCLroup .. .vvie it 5,162 48.7 5,348 48.4
Intergroup eliminations ..................... (254) (2.4) (360) (3.2)

$10,597 100.0% $11,046  100.0%

Selling, general and administrative expenses for 2001 were $11.0 billion or 31.4% of revenues as
compared to $10.6 billion or 27.1% of revenues for 2000. Selling, general and administrative expenses
for 2000 include a $685 million pre-tax charge ($340 million from the WorldCom group and
$345 million from the MCI group) associated with specific domestic and international wholesale
accounts that were deemed uncollectible due to bankruptcies, litigation and settlements of contractual
disputes that occurred in the third quarter of 2000. Additionally, selling, general and administrative
expenses for 2000 include a $93 million pre-tax associated with the termination of the Sprint
Corporation merger agreement (allocated to the WorldCom group).

Selling, general and administrative expenses for 2001 include pre-tax costs of $865 million
($742 million from the WorldCom group and $123 million from the MCI group) related to the write-off
of investments in certain publicly traded and privately held companies, $23 million ($12 million from
the WorldCom group and $11 million from the MCI group) as a result of the costs associated with the
tracking stock capitalization and $207 million associated with domestic and international severance
packages and other costs related to our 2001 workforce reductions ($159 million allocated to the
WorldCom group and $48 million allocated to the MCI group).

Excluding these charges and Embratel in 2000, selling, general and administrative expenses as a
percentage of revenues would have been 28.3% for 2001 versus 25.0% for 2000.

The increase in selling, general and administrative expenses for 2001 includes increased costs
associated with “generation d” initiatives, which are designed to position us as a leading supplier of
e-business solutions, that include product marketing, customer care, information systems and product
development, employee retention costs, and costs associated with multichannel multipoint distribution
service product development. Additionally, the increase in selling, general and administrative expenses
can be attributed to proactive initiatives to de-emphasize specific wholesale services revenues with
unacceptable gross margins which began in the fourth quarter of 2000. These actions resulted in lower
revenues, as discussed above, but had no immediate effect on selling, general and administrative
expenses for both the wholesale and alternative channels and small business channels.
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Selling, general and administrative expenses were offset in part by foreign currency exchange
fluctuations which had the effect of reducing selling, general and administrative expenses as a
percentage of revenues by almost one-quarter of a percentage point for 2001. Additionally, domestic
and international workforce reductions in the first and fourth quarters of 2001, helped to stabilize
selling, general and administrative expenses during the remainder of the year.

Depreciation and amortization. For the years ended December 31, 2000 and 2001, our depreciation
and amortization expense was as follows (dollars in millions):

2000 2001
Percent of Percent of
$ Total $ Total
WorldCom group. . . ... $3,280 67.3% $4,121 70.1%
MCLGroup . ... ovoi e e 884 18.1 938 15.9
Intergroup eliminations . ...................... 714 14.6 821 14.0

$4,878 100.0% $5,880  100.0%

Depreciation and amortization expense for 2001 increased to $5.9 billion or 16.7% of revenues
from $4.9 billion or 12.5% of revenues for 2000. Excluding Embratel in 2000, depreciation and
amortization would have been $4.4 billion or 12.3% of revenues for 2000. These increases reflect
additional depreciation associated with 2000 and 2001 capital expenditures as well as increased
depreciation associated with the assets acquired in the Intermedia merger. Beginning January 1, 2002,
we stopped amortizing intangible assets with indefinite useful lives, including goodwill and tradenames
in accordance with SFAS No. 142 “Goodwill and Other Intangible Assets.” Based on current levels of
such assets, this will reduce our amortization expense by approximately $1.3 billion annually.

Interest expense. Interest expense for 2001 was $1.5 billion or 4.4% of revenues as compared to
$970 million or 2.5% of revenues for 2000. Excluding Embratel in 2000, interest expense would have
been $1.0 billion or 2.8% of revenues for 2000. For 2000 and 2001, weighted-average annual interest
rates on our long-term debt, excluding Embratel in all periods, were 6.93% and 7.29% respectively,
while weighted-average levels of borrowings were $20.6 billion and $29.2 billion, respectively. Interest
expense for 2001 increased as a result of higher debt levels from the May 2001 bond offering and debt
acquired in the Intermedia merger.

Capitalized interest for 2001 was $498 million versus $495 million for 2000. We expect capitalized
interest for 2002 to decline by approximately $40-$60 million as a result of lower capital expenditure
construction. However, continued debt reduction and interest rate management should partially offset
the impact of lower capitalized interest on interest expense for 2002.

Miscellaneous income and expense. Miscellaneous income for 2001 was $412 million or 1.2% of
revenues compared to $385 million or 1.0% of revenues for 2000. Miscellaneous income includes
investment income, equity in income and losses of affiliated companies, the effects of fluctuations in
exchange rates for transactions denominated in foreign currencies, gains and losses on the sale of assets
and other non-operating items.

Provision for income taxes. The effective income tax rate was 38.7% of income before taxes for
2001 and 40% for 2000. See note 9 of our notes to consolidated financial statements for a
reconciliation of the statutory federal rate for income taxes to our effective income tax rate.

Cumulative effect of accounting change. During 2000, we adopted SAB 101, which requires certain
activation and installation fee revenues to be amortized over the average life of the related service
rather than be recognized immediately. Costs directly related to these revenues may also be deferred
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and amortized over the customer contract life. This adoption resulted in a one-time expense of
$85 million, net of income tax benefit of $50 million in the first quarter of 2000.

Net income applicable to common shareholders. For 2001, we reported net income applicable to
common shareholders of $1.4 billion as compared to $4.1 billion for 2000.

Year Ended December 31, 1999 vs.
Year Ended December 31, 2000

For the years ended December 31, 1999 and 2000, our revenues were as follows (dollars in
millions):

1999 2000
Percent of Percent of
$ Total $ Total
WorldCom group . .. ... $19,736 55.0% $22,755 58.2%
MCIL group . ...« 16,172 45.0 16,335 41.8

$35,908 100.0% $39,000  100.0%

Reported revenues by category for the years ended December 31, 1999 and 2000 reflect the
following changes by category (dollars in millions):

Percent
1999 2000 Change

Commercial services revenues
VOICE . ot e $ 7,433 $ 7,036 (5.3)
Data . . ... 5,830 7,389 26.7
International . ... ........ ... .. . . .. 1,624 2,367 45.8
Embratel, net . ........ ... .. ... 2,772 3,508 26.6
Internet . ... ... .. 1,554 2,455 58.0
Total commercial services revenues . ..................... 19,213 22,755 18.4
CONSUMET . . o vttt e e e e e e e e e e e e e e 7,590 7,778 2.5
Wholesale . . ........ ... . . 3,943 3,388 (14.1)
Alternative channels and small business ................. 3,142 3,541 12.7
Dial-up Internet . .......... ... 1,497 1,628 8.8
Total communications services revenues . . ................. 35,385 39,090 10.5
Other . ... 523 — —
Total . .. .. e $35,908  $39,090 8.9

Commercial services revenues, which include the revenues generated from commercial voice, data,
international and Internet services, for 2000 increased 18.4% to $22.8 billion versus $19.2 billion for
1999.

Voice revenues for 2000 decreased 5.3% over 1999 on traffic growth of 6.4% as a result of
federally mandated access charge reductions, noted under line costs below, that were passed through to
the customer. The revenue decrease was partially offset by local voice revenue increases of 17.4% and
wireless voice revenue increases of 104% for 2000. We continued to show significant percentage gains
in local and wireless voice services as customers purchased “all-distance” voice services from us.
However, local revenues and wireless voice revenues are still a relatively small component of total
commercial voice revenues. Excluding local and wireless voice revenues, commercial voice services
revenues for 2000 decreased 15.2% over 1999.
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Data revenues for 2000, increased 26.7% over 1999. The revenue growth for data services was
driven by a 32.8% increase in frame relay and asynchronous transfer mode services. As of
December 31, 2000, approximately 35% of data revenues were derived from frame relay and
asynchronous transfer mode services. We continued to experience strong demand for capacity increases
across the product set as businesses moved more of their mission-critical applications to their own
networks. Additionally, as of December 31, 2000, our domestic local voice grade equivalents had
increased 98% to 65.5 million versus the prior year amount.

International revenues for 2000 increased 45.8% to $2.4 billion versus $1.6 billion for 1999. This
includes a 28% increase in revenues from Europe, and a 119% increase in revenues from Asia and
other areas. As of December 31, 2000, we had 21 international facility based city networks versus 17 in
1999. Additionally, during 2000 we added over 5,000 buildings for a total of over 15,000 buildings
connected on the international networks.

Embratel revenues for 2000 increased 26.6% to $3.5 billion versus $2.8 billion for 1999 as a result
of a higher number of fixed phone lines and cellular devices in service within Brazil.

Internet revenues for 2000 increased 58.0% over 1999. Growth was driven by demand for
dedicated circuits as business customers migrated their data networks and applications to Internet-
based technologies with greater amounts of bandwidth.

Consumer revenues for 2000 increased 2.5% over 1999 as the MCI group’s partner marketing
programs helped to drive Dial-1 product gains. Consumer revenue growth was impacted by declines in
transaction brands and calling card services, which were pressured by increasing wireless substitution,
and 10-10-321, which the MCI group no longer actively markets.

Wholesale revenues for 2000 decreased 14.1% versus 1999 as a result of price pressure. Wholesale
revenues for 2000 were also impacted by proactive fourth quarter 2000 revenue actions which had the
effect of reducing wholesale revenues by approximately $90 million in the fourth quarter of 2000. These
actions were made to improve the quality of the wholesale revenue stream as we shift the MCI group’s
focus from revenue growth to cash generation.

Alternative channels and small business revenues for 2000 increased 12.7% over 1999. This
increase is primarily attributable to internal growth for wholesale alternative channel voice revenues.
We expect that pricing pressures in the wholesale and small business markets will negatively affect
revenue growth and gross margins in this area and this level of growth will decline in the foreseeable
future as a result of these services being de-emphasized as we shift the MCI group’s focus from
revenue growth to cash generation.

Dial-up Internet revenue growth for 2000 was 8.8% over 1999. Our dial access network has grown
71% to over 2.8 million modems as of December 31, 2000, compared with 1999. Additionally, Internet
connect hours increased 54.8% to 6.5 billion hours for 2000 versus 1999. These network usage increases
were offset by pricing pressure on dial-up Internet traffic as a result of contract repricings in the
second quarter of 2000, which lowered average revenue per hour by 25% for 2000 versus 1999.

Other revenues which, prior to April 1999, consisted of the operations of SHL Systemhouse Corp.
and SHL Systemhouse Co., were $523 million for 1999. SHL provided information technology services
including outsourcing, information technology consulting, systems integration, private network
management, technology development and applications and systems development. In April 1999, we
completed the sale of SHL to Electronic Data Systems Corporation for $1.6 billion.
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Line costs. For the years ended December 31, 1999 and 2000, our line costs were as follows
(dollars in millions):

1999 2000
Percent of Percent of
$ Total $ Total
WorldCom group . .. ... ..o $ 7,905 53.6% $ 8,745 56.6%
MCILEroup . . oo it et e e e 7,087 48.1 7,177 46.4
Intergroup eliminations. .. ................... (253) (1.7) (460) (3.0

$14,739 100.0% $15,462 100.0%

Line costs as a percentage of revenues for 2000 decreased to 39.6% as compared to 41.0% for
1999. The overall improvements are a result of increased data and dedicated Internet traffic at the
WorldCom group, which positively affected line costs as a percentage of revenues by approximately one
percentage point. Additionally, access charge reductions that occurred in January 2000 and July 2000
reduced total line cost expense by approximately $245 million for 2000. While access charge reductions
were primarily passed through to customers, line costs as a percentage of revenues were positively
affected by almost one half of a percentage point. These improvements were somewhat offset by 2000
contract repricings in our dial-up Internet business as noted above and continued competitive pricing
on the dial-up Internet business, which effectively held the average cost per hour constant although
average dial-up Internet revenues per hour decreased by 25%.

Selling, general and administrative. For the years ended December 31, 1999 and 2000, our selling,
general and administrative expenses were as follows (dollars in millions):

1999 2000
Percent of Percent of
$ Total $ Total
WorldCom group . . ... vvvvi i $4,195 47.0% $ 5,689 53.7%
MCLGIouUp ..o e et e 5,071 56.7 5,162 48.7
Intergroup eliminations . ..................... (331) (3.7) (254) (2.4)

$8,935 100.0% $10,597  100.0%

Selling, general and administrative expenses for 2000 were $10.6 billion or 27.1% of revenues as
compared to $8.9 billion or 24.9% of revenues for the year ended December 31, 1999.

Selling, general and administrative expenses for 2000 include a $93 million pre-tax charge
associated with the termination of the Sprint Corporation merger agreement, including regulatory,
legal, accounting and investment banking fees and other costs, and a $685 million pre-tax charge
associated with specific domestic and international wholesale accounts that were no longer deemed
collectible due to bankruptcies, litigation and settlements of contractual disputes that occurred in the
third quarter of 2000. We maintain general uncollectible reserves based on historical experience, and
specific reserves for items such as bankruptcies, litigation and contractual settlements that are
established in the period in which the settlement is both estimable and probable. During the third
quarter of 2000, an unprecedented number of our wholesale customers either filed for bankruptcy or
changed their status in bankruptcy from reorganization to liquidation. This, combined with the third
quarter 2000 declines in stock prices for many companies in the telecommunications industry and the
overall tightening of the capital markets, which limited the access of many telecommunications
providers to the necessary capital to continue operations, led to our specific write-off of such accounts.
Prior to the third quarter 2000 events, the general uncollectible reserves were, in our view, adequate.
Additionally, under contractual arrangements with traditional local phone companies and other
competitive local exchange carriers, we billed the traditional local phone companies and competitive
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local exchange carriers for traffic originating on the traditional local phone company’s or competitive
local exchange carrier’s networks and terminating on our network. The traditional local phone
companies and competitive local exchange carriers have historically disputed these billings, although the
collectibility of these billings had continued to be affirmed by public service commission and FCC
rulings and by the full payment from a traditional local phone company of the largest past due amount.
However, during the third quarter of 2000, court rulings and Congressional discussions led to our
negotiation and settlement with certain traditional local phone companies and competitive local
exchange carriers for these outstanding receivables. Based on the outcome of these negotiations, we
recorded a specific provision for the associated uncollectible amounts.

Excluding these charges, selling, general and administrative expenses as a percentage of revenues
would have been 25.1% for 2000. Selling, general and administrative expenses for 2000 includes
increased costs associated with “generation d” initiatives, which are designed to position us as a leading
supplier of e-business solutions, that include product marketing, customer care, information systems
and product development, employee retention costs, and costs associated with multichannel multipoint
distribution service product development. These increased costs affected selling, general and
administrative expense as a percentage of revenues by approximately two percentage points.

Depreciation and amortization. For the years ended December 31, 1999 and 2000, WorldCom’s
depreciation and amortization expense was as follows (dollars in millions):

1999 2000
Percent of Percent of
$ Total $ Total
WorldCom group. . . ... $3,013 69.2% $3,280 67.3%
MCLGroup . ... ovoi e e 757 17.4 884 18.1
Intergroup eliminations . ...................... 584 13.4 714 14.6

$4,354  100.0% $4,878 100.0%

Depreciation and amortization expense for 2000 increased to $4.9 billion or 12.5% of revenues
from $4.4 billion or 12.1% of revenues for 1999. This increase primarily reflects additional depreciation
associated with increased capital expenditures.

Interest expense. Interest expense for 2000 was $970 million or 2.5% of revenues as compared to
$966 million or 2.7% of revenues for 1999. For 2000 and 1999, weighted-average annual interest rates
on our long-term debt were 7.28% and 7.23% respectively, while weighted-average levels of borrowings
were $21.6 billion and $19.1 billion, respectively.

Interest expense for 2000 was favorably impacted by increased construction activity and the
associated interest capitalization, offset in part by higher weighted-average levels of borrowings and
higher interest rates on our variable rate debt and 2000 public debt offerings. Interest expense for 2000
was also favorably impacted as a result of SHL sale proceeds, investment sale proceeds and proceeds
from the increase in our receivables purchase program in the third quarter of 1999 used to repay
indebtedness under our credit facilities and commercial paper program.

Miscellaneous income and expense. Miscellaneous income for 2000 was $385 million or 1.0% of
revenues as compared to $242 million or 0.7% of revenues for 1999. Miscellaneous income includes
investment income, equity in income and losses of affiliated companies, the effects of fluctuations in
exchange rates for transactions denominated in foreign currencies, gains and losses on the sale of assets
and other non-operating items.

Provision for income taxes. The effective income tax rate for 2000 was 40.0% of income before
taxes. The 2000 rate is greater than the expected federal statutory rate of 35% primarily due to the
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amortization of the non-deductible goodwill. Excluding non-deductible amortization of goodwill, our
effective income tax rate would have been 35.0%.

Cumulative effect of accounting change. During the fourth quarter of 2000, we implemented SAB
101, which requires certain activation and installation fee revenues to be amortized over the average
life of the related service rather than be recognized immediately. Costs directly related to these
revenues may also be deferred and amortized over the customer contract life. As required by SAB 101,
we retroactively adopted this accounting effective January 1, 2000, which resulted in a one-time expense
of $85 million, net of income tax benefit of $50 million.

Net income applicable to common shareholders. For the year ended December 31, 2000, we
reported net income applicable to common shareholders of $4.1 billion as compared to $3.9 billion for
the year ended December 31, 1999.

Attribution and allocation of Assets, Liabilities, Revenues and Expenses between the WorldCom group
and the MCI group

The following is a discussion of the methods used to attribute and allocate property and
equipment, revenues, line costs, shared corporate services, intangible assets and financing arrangements
to the WorldCom group and the MCI group. These methods have been consistently applied for the
years ended December 31, 1999, 2000 and 2001. Additionally, our management believes that the cost
allocations outlined below are equitable and provide a reasonable estimate of the costs attributable to
each group.

Property and equipment. Property and equipment was attributed to the WorldCom group and the
MCI group based on specific identification consistent with the assets necessary to support the
continuing operations of the businesses attributed to the respective groups. The balances of property
and equipment attributed to each of the groups as of December 31, 2001 are as follows:

WorldCom group  MCI group  WorldCom

(in millions)

Transmission equipment. . .. ........... $23,369 $ 445 $23,814
Communications equipment. ........... 5,434 2,444 7,878
Furniture, fixtures and other . .......... 10,583 680 11,263
Construction in progress . ............. 5,576 130 5,706
44,962 3,699 48,661

Accumulated depreciation . ............ (8,170) (1,682) (9,852)
$36,792 $2,017 $38,809

Revenues. Revenues have been attributed to the WorldCom group and the MCI group based on
specific identification of the lines of business that are attributed to the two groups.

Line costs. Allocated line costs and related liabilities include the costs of the fiber optic systems
attributed to the WorldCom group and the costs of the business voice switched services attributed to
the MCI group. Line costs have been attributed to the WorldCom group and the MCI group
predominantly based on specific identification of network usage by that group. Where determinations
based on specific usage alone were impractical, we used other allocation methods, including methods
based on the total revenues generated by each group.

Shared corporate services. A portion of our shared corporate services and related balance sheet
amounts (such as executive management, human resources, legal, regulatory, accounting, tax, treasury,
strategic planning and information systems support) has been attributed to the WorldCom group or the
MCI group based upon identification of such services specifically benefiting such group. Where
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determinations based on specific usage alone have been impractical, we used other allocation methods
that we believe are fair, including methods based on such factors as the number of employees and total
line costs or revenues generated by each group.

Allocation of intangible assets. Intangible assets include the excess consideration paid over the fair
value of net tangible assets acquired by us in business combinations accounted for under the purchase
method and include goodwill, channel rights, developed technology and tradenames. These assets have
been attributed to the respective groups based on specific identification and where acquired companies
have been divided between the WorldCom group and the MCI group, the intangible assets have been
allocated based on the respective fair values at the date of purchase of the related operations attributed
to each group. Our management believes that this method of allocation is equitable and provides a
reasonable estimate of the intangible assets attributable to the WorldCom group and the MCI group.

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense, and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense, for the use
of the MCI tradenames for the next four years based on the following schedule:

2002: $30.0 million
2003: $35.0 million
2004: $40.0 million
2005: $45.0 million

Any renewal or termination of use of the MCI tradename by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, depreciation and amortization expense associated with
the MCI tradenames allocated to the WorldCom group was decreased by $27.5 million per annum for
use of the MCI tradenames by the MCI group.

Goodwill and other intangibles assigned or allocated to the WorldCom group and the MCI group
as of December 31, 2001 are as follows:

WorldCom group MCI group  WorldCom

(in millions)

Goodwill ....... ... ... ... $40,551 $ 9,274  $49,825
Tradenames ....................... 1,112 — 1,112
Developed technology .. .............. 1,590 510 2,100
Other intangibles ................... 3,414 1,443 4,857
46,667 11,227 57,894

Accumulated amortization . .. .......... (5,849) (1,508) (7,357)
$40,818 $ 9,719  $50,537

Financing arrangements. As of January 1, 1999, $6.0 billion of our outstanding debt was notionally
allocated to the MCI group and the remainder of our debt was notionally allocated to the WorldCom
group. Our debt was allocated between the WorldCom group and the MCI group based upon a number
of factors including estimated future cash flows and the ability to pay debt service and dividends of
each of the groups. In addition, management considered certain measures of creditworthiness, such as
coverage ratios and various tests of liquidity, in the allocation process. Our management believes that
the initial allocation was equitable and supportable by both the WorldCom group and the MCI group.
The debt allocated to the MCI group bears interest at a rate indicative of the rate at which the MCI
group would borrow from third parties if it was a wholly owned subsidiary of WorldCom but did not
have the benefit of any guarantee by WorldCom. Interest rates will be calculated on a quarterly basis.
Debt allocated to the MCI group bears an interest rate equal to the weighted-average interest rate,
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excluding capitalized interest, of WorldCom debt plus 1% percent. Interest allocated to the WorldCom
group reflects the difference between our actual interest expense and the interest expense charged to
the MCI group. Subsequent to the recapitalization, each group’s allocated debt increases or decreases
by the amount of any net cash generated by, or required to fund, the group’s operating activities,
investing activities, dividend payments, share repurchases and other financing activities.

As of December 31, 2001, our receivables purchase program consisted of a $3.7 billion pool of
receivables in which the purchaser owned an undivided interest, including $2.0 billion sold. The
WorldCom group was allocated $2.8 billion of the pool and $1.7 billion of the sold receivables. The
MCI group was allocated the balance. The receivables sold were assigned based on specific
identification where practical, or allocated based on total revenues. Our management believes that this
method of allocation is equitable and provides a reasonable estimate of the receivables attributable to
the groups.

WorldCom Group Results of Operations

The following table sets forth for the periods indicated the WorldCom group’s statements of
operations in millions of dollars and as a percentage of its revenues for the periods indicated:

For the Years Ended December 31,

1999 2000 2001
Revenues ........... .. ... ... .... $19,736  100.0% $22,755 100.0% $21,348 100.0%
Linecosts . ........ovviiin .. 7,905 40.1 8,745 38.4 8,120  38.0
Selling, general and administrative . ....... 4,195 21.3 5,689 25.0 6,058 28.4
Depreciation and amortization . .......... 3,013 15.3 3,280 14.4 4,121 19.3
Other charges .. ..................... (8) — — — — —
Operating income . . .................. 4,631 23.5 5,041 22.2 3,049 14.3
Other income (expense):
Interest expense . ................. (460) (2.3) (458) (2.0) (1,029) (4.8)
Miscellaneous . . ... ............... 237 1.2 385 1.7 412 1.9

Income before income taxes, minority

interests and cumulative effect of

accounting change .................. 4,408 22.3 4,968 21.8 2,432 114
Provision for income taxes . ............. 1,856 9.4 1,990 8.7 943 4.4
Income before minority interests and

cumulative effect of accounting change ... 2,552 12.9 2,978 13.1 1,489 7.0
Minority interests . ................... (186) (0.9) 305) (1.3) 35 0.2
Cumulative effect of accounting change . . .. — — (75)  (0.3) — —
Distributions on other mandatorily

redeemable preferred securities and other

preferred dividend requirements .. ... ... 72 0.4 65 0.3 117 0.5
Netincome . ...........ooiveiiennn... $ 2,294 11.6% $ 2,533 11.1% $ 1,407 6.6%
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Year Ended December 31, 2000 vs.
Year Ended December 31, 2001

Revenues. Reported revenues by category for 2000 and 2001 reflect the following changes by
category (dollars in millions):

Percent
2000 2001 Change
Commercial services revenues

VOICE . . o e $ 7,036 $ 6,591 (6.3)%

Data . ......... . . . 7,389 8,620 16.7

International . ............... ... .. ... ... ... 2,367 2,977 25.8

Embratel, net. . ........... ... ... .. ... ... 3,508 —  (100.0)

Internet . . ... .. e 2,455 3,160 28.7

Total commercial services revenues . . .............. $22,755 $21,348 (6.2)

WorldCom group revenues for 2001 were $21.3 billion versus $22.8 billion for 2000. As previously
indicated, during the second quarter of 2001, we took steps to restructure our investment in Embratel
which resulted in the deconsolidation of Embratel effective January 1, 2001. Excluding Embratel from
the 2000 periods, WorldCom group revenues for 2001 increased 10.9% versus 2000.

Voice revenues for 2001 decreased 6.3% over 2000 on traffic growth of 2.6%. The revenue
decreases were partially offset by wireless voice revenue increases of 32.6% for 2001. Excluding wireless
voice revenues, commercial voice revenues decreased 12.7% over 2000.

Data revenues for 2001 increased 16.7% over 2000. For the year ended December 31, 2001,
approximately 32% of data revenues were derived from frame relay and asynchronous transfer mode
services, where we experienced demand for capacity increases across the product set as businesses
moved more of their mission-critical applications to their own networks during the period. At the same
time, we continued to experience strong price pressure for data services in our emerging markets due
to competition and the general decline in economic condition of our customers, which we expect to
continue in the foreseeable future.

International revenues for 2001 increased 25.8% to $3.0 billion versus $2.4 billion, excluding
Embratel, for 2000. Geographically, Europe grew 18.4% and Asia Pacific and other areas grew 43.9%
for 2001. These increases were partially offset by foreign currency fluctuations that had the effect of
reducing revenues by approximately $160 million in 2001. Although our mix improved towards a more
profitable blend of data versus voice, and retail versus wholesale, our international business continues
to experience significant price pressure on its products.

Internet revenues for 2001 increased 28.7% over 2000. Growth was driven by demand for
dedicated circuits as business customers continue to migrate their data networks and applications to
Internet-based technologies requiring greater amounts of bandwidth. Additionally, Internet revenues for
2001 included $58 million of Digex revenues, net of intercompany eliminations, as a result of the
Intermedia merger. During 2001, we began to introduce our new managed hosting products and virtual
private networks on public and shared environments. We expect these products, which are in the initial
phases of their life cycle, to gradually contribute to our revenue growth over the next several quarters.
Internet revenues include dedicated Internet access, managed networking services and applications
(such as virtual private networks), web hosting and electronic commerce and transaction services (such
as web centers and credit card transaction processing).

Line costs. Line costs as a percentage of revenues for 2001 decreased to 38.0% as compared to
38.4% reported for 2000. Excluding Embratel in 2000, line costs would have been $7.1 billion, or 37.0%
of revenues for 2000. The increase as a percentage of revenues excluding Embratel, reflects the pricing
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pressure in the data, international and Internet markets. Line costs were partially offset by foreign
currency exchange fluctuations which had the effect of reducing line costs as a percentage of revenues
by more than one-half of a percentage point for 2001, and by increased data and dedicated Internet
traffic over our own facilities, which positively affected line costs as a percentage of revenues by almost
three-fourths of one percentage point for 2001.

Selling, general and administrative. Selling, general and administrative expenses for 2001 were
$6.1 billion or 28.4% of revenues as compared to $5.7 billion or 25.0% of revenues for the prior year
period. Selling, general and administrative expenses for 2000 include a $340 million pre-tax charge
associated with specific domestic and international wholesale accounts that were deemed uncollectible
due to bankruptcies, litigation and settlements of contractual disputes that occurred in the third quarter
of 2000 and a $93 million pre-tax charge associated with the termination of the Sprint Corporation
merger agreement. Selling, general and administrative expenses for 2001 include pre-tax costs of
$742 million related to the write-off of investments in certain publicly traded and privately held
companies, $12 million as a result of the costs associated with the tracking stock capitalization and
$159 million associated with domestic and international severance packages and other costs related to
our 2001 workforce reductions. Excluding these charges and Embratel in 2000, selling, general and
administrative expenses as a percentage of revenues would have been 24.1% for 2001 versus 22.5% for
2000.

The increase in selling, general and administrative expenses for 2001 includes increased costs
associated with “generation d” initiatives that include product marketing, customer care, information
system and product development, employee retention costs, and costs associated with multichannel
multipoint distribution service product development.

Selling, general and administrative expenses were offset in part by foreign currency exchange
fluctuations which had the effect of reducing selling, general and administrative expenses as a
percentage of revenues by less than one-half of a percentage point for 2001. Additionally, domestic and
international workforce reductions in the first and fourth quarters of 2001 helped to stabilize selling,
general and administrative costs during the remainder of the year.

Depreciation and amortization. Depreciation and amortization expense for 2001 increased to
$4.1 billion or 19.3% of revenues from $3.3 billion or 14.4% of revenues for 2000. Excluding Embratel
in 2000, depreciation and amortization would have been $2.8 billion or 14.5% of revenues for 2000.
The increase reflects increased depreciation associated with 2000 and 2001 capital expenditures as well
as increased depreciation associated with the assets acquired in the Intermedia merger. Beginning
January 1, 2002, the WorldCom group stopped amortizing intangible assets with indefinite useful lives,
including goodwill and tradenames in accordance with SFAS No. 142. Based on current levels of such
assets, this will reduce the WorldCom group’s amortization expense by approximately $1.0 billion
annually.

Interest expense. Interest expense for 2001 was $1.0 billion or 4.8% of revenues as compared to
$458 million or 2.0% of revenues for 2000. Excluding Embratel in 2000, interest expense would have
been $502 million, or 2.6% of revenues for 2000. Interest expense on borrowings incurred by
WorldCom and allocated to the WorldCom group reflects the difference between WorldCom'’s actual
interest expense and the interest expense allocated to the MCI group. The MCI group was allocated
interest based on the weighted-average interest rate, excluding capitalized interest, of WorldCom debt
plus 1% percent.

Capitalized interest for 2001 was $498 million versus $495 million for 2000. We expect capitalized
interest for 2002 to decline by approximately $40-$60 million as a result of lower capital expenditure
construction. However, continued debt reduction and interest rate management should partially offset
the impact of lower capitalized interest on interest expense for 2002.
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Miscellaneous Income and Expense. Miscellaneous income for 2001 was $412 million, or 1.9% of
revenues as compared to $385 million, or 1.7% of revenues for 2000. Miscellaneous income includes
investment income, equity in income and losses of affiliated companies, the effects of fluctuations in
exchange rates for transactions denominated in foreign currencies, gains and losses on the sale of assets
and other non-operating items.

Provision for Income Taxes. The effective income tax rate was 38.8% of income before taxes for
2001 and 40.1% for 2000. See note 10 to the WorldCom group’s combined financial statements for a
reconciliation of the statutory federal rate for income taxes to the WorldCom group’s effective income
tax rate.

Cumulative Effect of Accounting Change. During 2000, we adopted SAB 101, which requires certain
activation and installation fee revenues to be amortized over the average life of the related service
rather than be recognized immediately. Costs directly related to these revenues may also be deferred
and amortized over the customer contract life. This adoption resulted in a one-time expense of
$75 million, net of income tax benefit of $43 million, for the WorldCom group in the first quarter of
2000.

Net Income. For 2001, the WorldCom group reported net income of $1.4 billion as compared to
$2.5 billion for 2000. Pro forma diluted income per common share for 2001 was $0.48 compared to
income per common share of $0.87 for 2000. Pro forma diluted income per share assumes the
recapitalization occurred at the beginning of 2000 and that the WorldCom group stock and MCI group
stock existed for all periods presented.

Year Ended December 31, 1999 vs.
Year Ended December 31, 2000

Revenues. Revenues for 2000 increased 15.3% to $22.8 billion versus $19.7 billion for 1999. The
increase in total revenues is attributable to internal growth of the WorldCom group.

Reported revenues by category for the years ended December 31, 1999 and 2000 reflect the
following changes by category (dollars in millions):

Percent
1999 2000 Change
Commercial services revenues
VOICE . . oo e $ 7,433 $ 7,036 (5.3)
Data .......... . . . . e 5,830 7,389  26.7
International . . . ........... ... ... ... ....... 1,624 2,367  45.8
Embratel, net .. .......... ... ... ... ... .... 2,772 3,508  26.6
Internet . ........... . .. . ... . 1,554 2,455  58.0
Total commercial services revenues. . .............. 19,213 22,755 18.4
Other. ...... ... .. .. .. 523 — —
Total . . ... .. . . e $19,736  $22,755 15.3

Voice revenues for 2000 decreased 5.3% over 1999 on traffic growth of 6.4% as a result of
federally mandated access charge reductions, noted under line costs below, that were passed through to
the customer. The revenue decrease was partially offset by local voice revenue increases of 17.4% and
wireless voice revenue increases of 104% for 2000. We continued to show significant percentage gains
in local and wireless voice services as customers purchased “all-distance” voice services from us.
However, local revenues and wireless voice revenues are still a relatively small component of total
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commercial voice revenues. Excluding local and wireless voice revenues, commercial voice services
revenues for 2000 decreased 15.2% over 1999.

Data revenues for 2000, increased 26.7% over 1999. The revenue growth for data services was
driven by a 32.8% increase in frame relay and asynchronous transfer mode services. As of
December 31, 2000, approximately 35% of data revenues were derived from frame relay and
asynchronous transfer mode services. We continued to experience strong demand for capacity increases
across the product set as businesses moved more of their mission-critical applications to their own
networks. Additionally, as of December 31, 2000, our domestic local voice grade equivalents had
increased 98% to 65.5 million versus the prior year amount.

International revenues for 2000 increased 45.8% to $2.4 billion versus $1.6 billion for 1999. This
includes a 28% increase in revenues from Europe, and a 119% increase in revenues from Asia and
other areas. As of December 31, 2000, we had 21 international facility based city networks versus 17 in
1999. Additionally, during 2000 we added over 5,000 buildings for a total of over 15,000 buildings
connected on the international networks.

Embratel revenues for 2000 increased 26.6% to $3.5 billion versus $2.8 billion for 1999 as a result
of a higher number of fixed phone lines and cellular devices in service within Brazil.

Internet revenues for 2000 increased 58.0% over 1999. Growth was driven by demand for
dedicated circuits as business customers migrated their data networks and applications to Internet-
based technologies with greater amounts of bandwidth.

Other revenues which, prior to April 1999, consisted of the operations of SHL, were $523 million
for 1999. In April 1999, we completed the sale of SHL to Electronic Data Systems for $1.6 billion.

Line costs. Line costs as a percentage of revenues for 2000 decreased to 38.4% as compared to
40.1% reported for 1999. The overall improvement is a result of increased data and dedicated Internet
traffic over WorldCom-owned facilities, which positively affected line costs as a percentage of revenues
by approximately one and one-half percentage points. Additionally, access charge reductions that
occurred in January 2000 and July 2000 reduced total line cost expense by approximately $95 million
for 2000. While access charge reductions were primarily passed through to customers, line costs as a
percentage of revenues were positively affected by more than a quarter of a percentage point.

Selling, general and administrative. Selling, general and administrative expenses for 2000 were
$5.7 billion or 25.0% of revenues as compared to $4.2 billion or 21.3% of revenues for 1999. Selling,
general and administrative expenses for 2000 include a $340 million pre-tax charge associated with
specific accounts that were deemed uncollectible due to bankruptcies, litigation and settlements of
contractual disputes that occurred in the third quarter of 2000, and a $93 million pre-tax charge
associated with the termination of the Sprint Corporation merger agreement, including regulatory,
legal, accounting and investment banking fees and other costs. Excluding these charges, selling, general
and administrative expenses as a percentage of revenues were 23.1% for 2000. Selling, general and
administrative expenses for 2000 includes increased costs associated with “generation d” initiatives that
include product marketing, customer care, information system and product development, employee
retention costs, and costs associated with multichannel multipoint distribution service product
development. These increased costs affected selling, general and administrative expense as a percentage
of revenues by approximately three percentage points.

Depreciation and amortization. Depreciation and amortization expense for the year ended
December 31, 2000 increased to $3.3 billion or 14.4% of revenues from $3.0 billion or 15.3% of
revenues for 1999. This increase reflects increased depreciation associated with increased capital
expenditures. As a percentage of revenues, these costs decreased due to the higher revenue base.
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Interest expense. Interest expense for 2000 was $458 million or 2.0% of revenues as compared to
$460 million or 2.3% of revenues for 1999. Interest expense on borrowings incurred by WorldCom and
allocated to the WorldCom group reflects the difference between WorldCom’s actual interest expense
and the interest expense allocated to the MCI group. The MCI group was allocated interest based on
the weighted-average interest rate, excluding capitalized interest, of WorldCom debt plus 1% percent.

Miscellaneous income and expense. Miscellaneous income for 2000 was $385 million or 1.7% of
revenues as compared to $237 million or 1.2% of revenues for 1999. Miscellaneous income includes
investment income, equity in income and losses of affiliated companies, the effects of fluctuations in
exchange rates for transactions denominated in foreign currencies, gains and losses on the sale of assets
and other non-operating items.

Provision for income taxes. The effective income tax rate for 2000 was 40.1% of income before
taxes. The 2000 rate is greater than the expected federal statutory rate of 35% primarily due to the
amortization of the non-deductible goodwill. Excluding non-deductible amortization of goodwill, the
WorldCom group’s effective income tax rate would have been 34.1%.

Cumulative effect of accounting change. During the fourth quarter of 2000, we implemented SAB
101, which requires certain activation and installation fee revenues to be amortized over the average
life of the related service rather than be recognized immediately. Costs directly related to these
revenues may also be deferred and amortized over the customer contract life. As required by SAB 101,
we retroactively adopted this accounting effective January 1, 2000, which resulted in a one-time expense
of $75 million, net of income tax benefit of $43 million for the WorldCom group.

Net income. For the year ended December 31, 2000, the WorldCom group reported net income of
$2.5 billion as compared to $2.3 billion for the year ended December 31, 1999.

MCI Group Results of Operations

The following table sets forth for the periods indicated the MCI group’s statements of operations
in millions of dollars and as a percentage of its revenues for the periods indicated:

For the Years Ended December 31,

1999 2000 2001

Revenues . ............ ..., $16,172  100.0% $16,335 100.0% $13,831 100.0%
Line Costs . ... 7,087 438 7177 439 7,080 512
Selling, general and administrative ......... 5,071 314 5,162  31.6 5,348  38.7
Depreciation and amortization . ........... 757 4.7 884 5.4 938 6.8
Operating income . . ................... 3,257 201 3,112 19.1 465 34
Other income (expense):

Interest expense . . .. .......o.. .. (506) (3.1 (512) (3.1 (504) (3.6)

Miscellaneous . ..................... 5 — — — — —
Income (loss) before income taxes and

cumulative effect of accounting change . . .. 2,756  17.0 2,600 159 39) (0.3)
Income tax expense (benefit) ............. 1,109 6.9 1,035 6.3 (16)  (0.1)
Income (loss) before cumulative effect of

accounting change ................... 1,647  10.2 1,565 9.6 (23) (0.2)
Cumulative effect of accounting change ... .. — — (10)  (0.1) — —
Net income (10SS) . ..., $ 1,647 102% $ 1,555 95% $ (23) (0.2)%
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Year Ended December 31, 2000 vs.
Year Ended December 31, 2001

Revenues. Revenues for 2001 decreased 15.3% to $13.8 billion versus $16.3 billion for 2000. The
decrease in total revenues is primarily attributable to consumers’ substitution of wire line services with
wireless and e-mail, and proactive revenue initiatives resulting in services being de-emphasized as we
shift the MCI group’s focus from revenue growth to cash generation.

Reported revenues by category for 2000 and 2001 reflect the following changes by category (dollars
in millions):

Percent

2000 2001 Change

CONSUMET &+« o v v v et e et et et e e e e $ 7,778 $ 7,227  (7.1)
Wholesale . . ... ... 3,388 2,641  (22.0)
Alternative channels and small business ............ 3,541 2,427  (31.5)
Dial-up Internet . ......... ... ... 1,628 1,536 (5.7)
Total . . . ... ... . $16,335 $13,831 (15.3)

Consumer revenues for 2001 decreased 7.1% over 2000. The majority of this decrease is attributed
to decreases in calling card, dial around and dial-1 revenues as a result of consumers’ substitution of
wire line services with wireless and e-mail. Our consumer local initiatives continued to perform well as
consumer local revenues increased approximately 180% for 2001 versus 2000.

Wholesale revenues for 2001 decreased 22.0% over 2000. The wholesale market continued to be
extremely price competitive and this, in addition to bankruptcies, a reduction in private line circuits
related to customer internal network consolidation and the impact of the September 11th attacks,
contributed to the year-over-year decrease. Wholesale revenues during 2001 were also impacted by
proactive revenue initiatives, which were made to improve the quality of the wholesale revenue stream
as we shift the MCI group’s focus from revenue growth to cash generation.

Alternative channels and small business revenues for 2001 decreased 31.5% over 2000. Alternative
channels and small business includes sales agents and affiliates, wholesale alternative channels, small
business, prepaid calling card and wireless messaging revenues. These decreases are attributed to
pricing pressures in the wholesale and small business markets which negatively affected revenue growth
and gross margins in this area, and proactive initiatives to de-emphasize services with unacceptable
gross margins as we shift the MCI group’s focus from revenue growth to cash generation.

Dial-up Internet revenues for 2001 decreased 5.7% over 2000. Our dial access network has grown
12.7% to approximately 3.2 million modems as of December 31, 2001, compared with the prior year
period. Additionally, Internet connect hours increased 9.3% to 7.1 billion hours for 2001 versus 2000.
These network usage increases were more than offset by pricing pressure resulting from the impact of
volume discounts, which lowered average revenue per hour by approximately 17% for 2001 versus 2000.

Line costs. Line costs as a percentage of revenues for 2001 increased to 51.2% as compared to
43.9% reported for 2000. The increase was primarily the result of continued competitive pricing in the
dial-up Internet business as noted above, which experienced a 17% decrease in dial-up revenues per
hour for 2001 versus 2000. Additionally, line costs as a percentage of revenues increased as a result of
pricing pressure in the wholesale markets as well as the decrease in higher margin calling card and dial
around revenues due to wireless substitution as noted above.

Selling, general and administrative. Selling, general and administrative expenses for 2001 were
$5.3 billion or 38.7% of revenues as compared to $5.2 billion or 31.6% of revenues for the prior year
period. Selling, general and administrative expenses for 2000 include a $345 million pre-tax charge
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associated with specific wholesale accounts that were deemed uncollectible due to bankruptcies,
litigation and settlements of contractual disputes that occurred in the third quarter of 2000. Selling,
general and administrative expenses for 2001 include pre-tax costs of $123 million related to the
write-off of investments in certain publicly traded and privately held companies, $11 million as a result
of the costs associated with the tracking stock capitalization and $48 million associated with domestic
severance packages and other costs related to our February 2001 workforce reductions. Excluding these
costs, selling, general and administrative expenses as a percentage of revenues were 37.4% for 2001
versus 29.5% for 2000.

The increase in selling, general and administrative expenses can be attributed to proactive
initiatives to de-emphasize specific wholesale services revenues with unacceptable gross margins which
began in the fourth quarter of 2000. These actions resulted in lower revenues, as discussed above, but
had no immediate effect on selling, general and administrative expenses for both the wholesale and
alternative channels. Workforce reductions in the first quarter of 2001 have helped to stabilize selling,
general and administrative expenses since the second quarter of 2001.

Depreciation and amortization. Depreciation and amortization expense for 2001 increased to
$938 million or 6.8% of revenues from $884 million or 5.4% of revenues for 2000. The increase
primarily reflects additional depreciation associated with 2000 and 2001 capital expenditures. Beginning
January 1, 2002, MCI group stopped amortizing intangible assets with indefinite useful lives, including
goodwill in accordance with SFAS No. 142. Based on current levels of such assets, this will reduce MCI
group’s amortization expense by approximately $300 million annually.

Interest expense. Interest expense for 2001 was $504 million or 3.6% of revenues as compared to
$512 million or 3.1% of revenues for 2000. Interest expense on borrowings incurred by WorldCom and
allocated to the MCI group was based on the weighted-average interest rate, excluding capitalized
interest, of WorldCom debt plus 14 percent. As of January 1, 1999, $6.0 billion of WorldCom’s
outstanding debt was notionally allocated to the MCI group. During 2001, the MCI group repaid
$495 million of the notionally allocated debt and as of December 31, 2001 the MCI group’s long-term
debt balance was $5.5 billion.

Income tax benefit. The effective income tax rate was 41.0% of loss before taxes for 2001 versus
39.8% of income before taxes for 2000. See note 8 to the MCI group’s combined financial statments
for a reconciliation of the statutory federal rate for income taxes to the MCI group’s effective income
tax rate.

Cumulative effect of accounting change. During 2000, we adopted SAB 101, which requires certain
activation and installation fee revenues to be amortized over the average life of the related service
rather than be recognized immediately. Costs directly related to these revenues may also be deferred
and amortized over the customer contract life. This adoption resulted in a one-time expense of
$10 million, net of income tax benefit of $7 million for the MCI group in the first quarter of 2000.

Net income (loss). For 2001, the MCI group reported a net loss of $23 million as compared to net
income of $1.6 billion for 2000. Pro forma diluted loss per common share for 2001 was $0.20 compared
to income per common share of $13.52 for 2000. Pro forma diluted income per share assumes the
recapitalization occurred at the beginning of 2000 and that the WorldCom group stock and MCI group
stock existed for all periods presented.

Year Ended December 31, 1999 vs.
Year Ended December 31, 2000

Revenues. Revenues for 2000 increased 1.0% to $16.3 billion versus $16.2 billion for 1999. The
increase in total revenues is attributable to internal growth of the MCI group.
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Reported revenues by category for the year ended December 31, 1999 and 2000 reflect the
following changes by category (dollars in millions):

Percent

1999 2000 Change

CONSUMET . .« .« v oot e et e e e e e e e e e $ 7,590 $ 7,778 2.5
Wholesale . . ......... ... ... . . . . 3,943 3,388  (14.1)
Alternative channels and small business ............ 3,142 3,541 12.7
Dial-up Internet ........... ... . ... ... . ... 1,497 1,628 8.8
Total revenues . . . .. ...t $16,172 $16,335 1.0

Consumer revenues for 2000 increased 2.5% over 1999, as the MCI group’s partner marketing
programs helped to drive Dial-1 product gains. Consumer revenue growth was impacted by declines in
transaction brands and calling card services, which were pressured by increasing wireless substitution,
and 10-10-321, which the MCI group no longer actively markets.

Wholesale revenues for 2000 decreased 14.1% versus 1999 as a result of price pressure. Wholesale
revenues for 2000 were also impacted by proactive fourth quarter 2000 revenue actions which had the
effect of reducing wholesale revenues by approximately $90 million in the fourth quarter of 2000. These
actions were made to improve the quality of the wholesale revenue stream as we shift the MCI group’s
focus from revenue growth to cash generation.

Alternative channels and small business revenues for 2000 increased 12.7% over 1999. This
increase is primarily attributable to internal growth for wholesale alternative channel voice revenues.
We expect that pricing pressures in the wholesale and small business markets will negatively affect
revenue growth and gross margins in this area and this level of growth will decline in the foreseeable
future as a result of these services being de-emphasized as we shift the MCI group’s focus from
revenue growth to cash generation.

Dial-up Internet revenue growth for 2000 was 8.8% over 1999. Our dial access network has grown
71% to over 2.8 million modems as of December 31, 2000, compared with 1999. Additionally, Internet
connect hours increased 54.8% to 6.5 billion hours for 2000 versus the prior year. These network usage
increases were offset by pricing pressure on dial-up Internet traffic as a result of contract repricings in
the second quarter of 2000, which lowered average revenue per hour by 25% for 2000 versus 1999.

Line costs. Line costs as a percentage of revenues for 2000 increased to 43.9% as compared to
43.8% reported for the prior year period. The increase was primarily the result of contract repricings in
the dial-up Internet business as noted above and continued competitive pricing on the dial-up Internet
business which effectively held the average cost per hour constant although average dial-up Internet
revenues per hour decreased by 25%. Additionally, access charge reductions that occurred in
January 2000 and July 2000 reduced total line costs by approximately $150 million for 2000. While
access charge reductions were primarily passed through to customers, line costs as a percentage of
revenues was positively affected by one-half of a percentage point.

Selling, general and administrative. Selling, general and administrative expenses for 2000 were
$5.2 billion or 31.6% of revenues as compared to $5.1 billion or 31.4% of revenues for the prior year
period. Selling, general and administrative expenses for 2000 include a $345 million pre-tax charge
associated with specific wholesale accounts that were deemed uncollectible due to bankruptcies,
litigation and settlements of contractual disputes that occurred in the third quarter of 2000. Excluding
this charge, selling, general and administrative expenses as a percentage of revenues were 29.5% for
2000. This decrease as a percentage of revenues primarily results from lower advertising and marketing
costs incurred in the consumer business.
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Depreciation and amortization. Depreciation and amortization expense for 2000 increased to
$884 million or 5.4% of revenues from $757 million or 4.7% of revenues for 1999. These increases
primarily reflect additional depreciation associated with capital expenditures.

Interest expense. Interest expense for 2000 was $512 million or 3.1% of revenues as compared to
$506 million or 3.1% of revenues for 1999. Interest expense on borrowings incurred by WorldCom and
allocated to the MCI group was based on the weighted-average interest rate, excluding capitalized
interest, of WorldCom debt plus 14 percent. As of January 1, 1999, $6.0 billion of WorldCom’s
outstanding debt was notionally allocated to the MCI group.

Miscellaneous income and expense. For the year ended December 31, 2000, miscellaneous income
was zero as compared to $5 million for 1999.

Provision for income taxes. The effective income tax rate for 2000 was 39.8% of income before
taxes. The 2000 rate is greater than the expected federal statutory rate of 35% primarily due to the
amortization of the non-deductible goodwill. Excluding non-deductible amortization of goodwill, the
MCI group’s effective income tax rate would have been 36.7%.

Cumulative effect of accounting change. During the fourth quarter of 2000, we implemented SAB
101, which requires certain activation and installation fee revenues to be amortized over the average
life of the related service rather than be recognized immediately. Costs directly related to these
revenues may also be deferred and amortized over the customer contract life. As required by SAB 101,
we retroactively adopted this accounting effective January 1, 2000, which resulted in a one-time expense
of $10 million, net of income tax benefit of $7 million at the MCI group.

Net income. For the year ended December 31, 2000, the MCI group reported net income of
$1.56 billion as compared to $1.65 billion for the year ended December 31, 1999.

Liquidity and Capital Resources

As of December 31, 2001, our total debt, net of cash and cash equivalents, was $28.8 billion.
Additionally, at December 31, 2001, we had available liquidity of $9.4 billion under our credit facilities
and commercial paper program and cash on hand.

As of January 1, 1999, the MCI group was notionally allocated $6.0 billion of WorldCom’s debt
and the remaining outstanding debt was notionally allocated to the WorldCom group. WorldCom
management has a wide degree of discretion over the cash management policies of both the WorldCom
group and the MCI group. Cash generated by either group can be transferred to the other group
without prior approval of WorldCom’s shareholders. Due to the discretion possessed by management
over the cash management policies of both groups, including the timing and decision of whether to
finance capital expenditures, it may be difficult to assess each group’s liquidity and capital resource
needs, and, in turn, the future prospects of each group based on past performance. For 2001, the MCI
group generated sufficient cash to repay $495 million of its allocated notional debt and pay $71 million
for dividends on MCI group stock.

On June 8, 2001, we replaced our existing $7 billion 364-Day Revolving Credit and Term Loan
Agreement with two new credit facilities consisting of a $2.65 billion 364-Day Facility, and a $1.6 billion
Multi-Year Facility. The 364-Day Facility and the Multi-Year Facility, together with our $3.75 billion
Existing Facility, provide us with aggregate credit facilities of $8 billion. These credit facilities provide
liquidity support for our commercial paper program and for other general corporate purposes.

The Existing Facility and the Multi-Year Facility mature on June 30, 2002 and June 8, 2006,
respectively. The 364-Day Facility has a 364-day term, which may be extended for successive 364-day
terms to the extent of the committed amounts from those lenders consenting thereto, with a
requirement that lenders holding 51% of the committed amounts consent and so long as the final
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maturity date does not extend beyond June 8, 2006. Additionally, we may elect to convert the principal
debt outstanding under the 364-Day Facility to a term loan maturing no later than one year after the
conversion date, so long as the final maturity date does not extend beyond June 8, 2006. The Existing
Facility is subject to annual commitment fees not to exceed 0.25% of any unborrowed portion of the
facilities, and the current commitment fee is 0.11%. WorldCom does not intend to replace the Existing
Facility when it matures on June 30, 2002. The 364-Day Facility and the Multi-Year Facility are subject
to annual facility fees not to exceed 0.20% or 0.25%, respectively, of the average daily commitment
under each such facility (whether used or unused). The current commitment fee on the 364-Day
Facility is 0.07% and the current commitment fee on the Multi-Year Facility is 0.09%.

The credit facilities bear interest payable in varying periods, depending on the interest period, not
to exceed six months, or with respect to any Eurodollar Rate borrowing, 12 months if available to all
lenders, at rates selected by us under the terms of the credit facilities, including a Base Rate or
Eurodollar Rate, plus the applicable margin. The applicable margin for the Eurodollar Rate borrowing
generally varies from 0.35% to 0.75%, and is currently set at 0.35%, as to loans under the Existing
Facility, from 0.29% to 0.80%, and is currently set at 0.33% as to loans under the 364-Day Facility and
0.27% to 0.75%, and is currently set at 0.31% as to loans under the Multi-Year Facility, in each case
based upon our then current debt ratings.

The credit facilities are unsecured and require compliance with various covenants including a
financial covenant based on the ratio of total debt to total book capitalization, which may not exceed
0.68 to 1.00, calculated on a consolidated basis. The credit facilities also require compliance with
various operating covenants which, among other things, permit the following transactions so long as we
are not in default thereunder:

e distributions to shareholders;

¢ the incurrence of additional indebtedness, except that newly secured debt or the total debt of
the covered subsidiaries, cannot exceed 10% of the book value of the consolidated assets of
WorldCom and the covered subsidiaries; and

* sales of assets in the ordinary course of business and additional sales if after such sales, the
aggregate book value of all such assets sold during the term of the credit facilities does not
exceed 20% of the book value of the consolidated assets of WorldCom and the covered
subsidiaries.

As of the date of this filing, we were in compliance with these covenants.

On May 9, 2001, we completed the pricing of a public debt offering of approximately $11.9 billion
principal amount of debt securities, based on currency exchange rates on May 8, 2001. The net
proceeds of $11.7 billion have been or will be used for general corporate purposes, including the
repayment of commercial paper and other debt repayments as outlined below. The public debt offering
consisted of the following series of notes:

Principal Interest First

Amount Maturity Payable Interest Date
6.50% Notes due 2004. ....... $ 1.5 billion May 15, 2004 Semiannually November 15, 2001
7.50% Notes due 2011........ $ 4.0billion May 15, 2011 Semiannually November 15, 2001
8.25% Notes due 2031........ $ 4.6 billion May 15, 2031 Semiannually November 15, 2001
6.75% Notes due 2008 . .. ... .. € 1.25 billion May 15, 2008 Annually May 15, 2002
7.25% Notes due 2008 . .. ... .. £ 500 million May 15, 2008 Annually May 15, 2002
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All of the notes, except for the 6.50% Notes due 2004 are redeemable, as a whole or in part, at
our option, at any time or from time to time, at respective redemption prices equal to the greater of
100% of the principal amount of the notes to be redeemed or:

* In the case of the U.S. dollar notes, the sum of the present values of the Remaining Scheduled
Payments, as defined therein, discounted, on a semiannual basis, assuming a 360-day year
consisting of twelve 30-day months, at the Treasury Rate, as defined therein, plus:

* 30 basis points for the Notes due 2011, and
* 35 basis points for the Notes due 2031;

* In the case of the euro notes, the sum of the present values of the Remaining Scheduled
Payments, as defined therein, discounted, on an annual basis (based on the actual number of
days elapsed divided by 365 or 366, as the case may be), at the Reference Euro Dealer Rate, as
defined therein, plus 25 basis points; and

* In the case of the sterling notes, the price expressed as a percentage (rounded to three decimal
places, with .0005 being rounded up) at which the Gross Redemption Yield, as defined therein,
on the outstanding principal amount of the notes on the Reference Date, as defined therein, is
equal to the Gross Redemption Yield (determined by reference to the middle-market price) at
3:00 p.m. (London time) on that date on the Benchmark Gilt, as defined therein, plus 25 basis
points;

plus, in the case of the U.S. dollar notes, the euro notes and the sterling notes, accrued interest to the
date of redemption which has not been paid.

In connection with the Intermedia merger, we assumed Intermedia’s outstanding debt including
$1.2 billion of senior discount notes with interest rates ranging from 11.25% to 12.5%, $0.9 billion of
senior notes with interest rates ranging from 8.5% to 9.5%, credit facility borrowings of $258 million
and other long-term debt including capital leases of $0.6 billion. We repaid the Intermedia credit
facility borrowings of $258 million and subsequently terminated Intermedia’s credit facility during the
third quarter of 2001. Additionally, on September 28, 2001, we redeemed all of Intermedia’s 12.5%
senior discount notes for $337 million. Cash balances were used to repay these amounts.

During the third and fourth quarters of 2001, $1.5 billion of 6.125% senior notes matured,
$917 million of floating rate notes matured, we redeemed all of our outstanding 8.875% senior notes
due 2006 for $694 million, we retired $1.1 billion of our outstanding debt through open market debt
repurchases (including $546 million of outstanding debt assumed in the Intermedia merger) and we
redeemed all of our outstanding Series G preferred stock at par for $200 million. Cash balances were
used to repay these amounts.

Included in WorldCom long-term debt is a $700 million 6.125% senior note due 2012, which is a
remarketable instrument. On April 15, 2002, the underwriter has an option to remarket the note and
we have the option to accept the remarketing, exchange the note for new 5, 7 or 10-year notes at
prevailing interest rates or redeem the note for cash. Since the note matures in 2012, it is not included
in our 2002 scheduled debt maturities of $172 million.

Additionally, in February 2002, we liquidated our remaining investment in News Corporation. We
received cash proceeds of $870 million, net of $60 million for sales discounts and banking fees. The
investment’s book value as of December 31, 2001 was approximately $930 million. Therefore, a loss of
$60 million will be recognized in miscellaneous income (expense) in the first quarter of 2002 related to
this transaction.
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Our senior debt is currently rated as follows:

Rating Agency Rating Outlook
Moody’s Investors Service . . .. ... A3 Under review
Standard & Poor’s . ...... ... ... ... BBB+ Negative
Fitch Ratings ... ..... .. .. .. . . . . . i BBB+ Stable

Any downgrade in rating will not trigger any events on our outstanding bond debt, although the cost of
future bond offerings may increase. Our credit facilities contain ratings triggers affecting interest rates
and our annual commitment fee, which are outlined above and are not liquidity triggers. Additionally,
if WorldCom merges or consolidates with another corporation, the surviving corporation, after giving
effect to the merger or consolidation, among other things, must have a then effective debt rating equal
to or higher than Baa3 by Moody’s and BBB— by Standard & Poor’s. Further, our $2 billion
receivables purchase program contains rating triggers which reduce the availability under the program,
and if we are rated less than Baa3 by Moody’s and less than BBB- by Standard & Poor’s, or if we are
not rated by either agency, then the receivables purchase program is terminated. Our management
frequently communicates with the rating agencies and currently believes that a downgrade below Baa3
or BBB — is not likely.

Operating activities

For the years ended December 31, 1999, 2000 and 2001, our cash flows from operations were as
follows (dollars in millions):

1999 2000 2001
WorldCom group . . ..o $ 7,352 $ 5330 $6,605
MCIL group . . .o oot e 3,653 2,336 1,389
Net cash provided by operating activities . ......... $11,005 $ 7,666 $7,994

The 2001 increase reflects decreases in accounts receivable and other working capital
requirements, offset by lower operating results in both the WorldCom group and the MCI group. The
2000 decrease reflects increases in working capital requirements and deferred tax obligations in both
the WorldCom group and the MCI group, offset by improved operating results in the WorldCom

group.
Investing activities

For the years ended December 31, 1999, 2000 and 2001, our net cash used in investing activities
was as follows (dollars in millions):

1999 2000 2001
WorldCom group .. ... $(8,045) $(13,612) $ (8,818)
MCLGroup . .o v et (1,510) (773) (872)
Net cash used in investing activities. . .......... $(9,555) $(14,385) $ (9,690)

The WorldCom group’s primary capital expenditures totaled $7.9 billion in 1999, $11.0 billion in
2000 and $7.6 billion in 2001. Primary capital expenditures include purchases of transmission,
communications and other equipment. The MCI group’s capital expenditures totaled $787 million in
1999, $500 million in 2000 and $267 million in 2001. The MCI group’s capital expenditures include
purchases of switching equipment, dial modems and messaging and other equipment.
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Investing activities include intangible asset increases at the WorldCom group of $389 million in
1999, $771 million in 2000 and $367 million in 2001, and at the MCI group of $354 million in 1999,
$167 million in 2000 and $327 million in 2001. Intangible asset additions primarily represent costs
incurred to develop software for internal use.

Additionally, investing activities include acquisitions and related costs at the WorldCom group of
$786 million in 1999, $14 million in 2000 and $206 million in 2001 and $292 million at the MCI group
in 1999.

Financing activities

For the years ended December 31, 1999, 2000 and 2001, cash provided by (used in) financing
activities was as follows (dollars in millions):

1999 2000 2001
WorldCom group . ....ovvviiii . $ 17 $8215 $ 3,080
MCT EOUP -« + e veee e e (2,097) (1,592)  (551)

Net cash provided by (used in) financing activities . .  $(2,080) $ 6,623 $§ 2,529

Financing activities include net repayments on debt of $2.9 billion in 1999 and net proceeds on
borrowings on debt of $6.4 billion in 2000 and $3.0 billion in 2001. Financing activities for the MCI
group reflect the repayments of intergroup advances, repayment of notionally allocated debt from
WorldCom and dividends paid.

Also included in financing activities are proceeds from WorldCom’s common stock issuances of
$886 million in 1999, $585 million in 2000 and $124 million in 2001 as a result of WorldCom common
stock option and warrant exercises.

Distributions on company obligated mandatorily redeemable and other preferred securities and
dividends paid on other equity securities were $72 million in 1999, $65 million in 2000 and $154 million
in 2001. The 2001 increase represents dividends associated with our Series D, E, F and G preferred
stock which was issued in connection with the Intermedia merger, and dividends paid on MCI group
stock.

In January 2000, each share of our Series C Preferred Stock was redeemed by us for $50.75 in
cash, or approximately $190 million in the aggregate. Additionally, on August 20, 2001 the holder of
our Series G preferred stock exercised its right to require us to redeem all of the outstanding Series G
preferred stock at par for $200 million.

In October 2001, we exercised our option to redeem all of our outstanding Series B Preferred
Stock. Prior to the redemption date, substantially all of the holders of our Series B Preferred Stock
elected to convert the preferred stock into 0.1460868 shares of WorldCom group stock and 0.005843472
shares of MCI group stock for each share of Series B Preferred Stock held.

During the second quarter of 2001, we declared the initial quarterly dividend for the MCI group
stock. A cash dividend of $0.60 per share of MCI group stock, or approximately $70 million in the
aggregate, was paid on October 15, 2001 to shareholders of record as of the close of business on
September 28, 2001. Dividends of $0.60 per share of MCI group stock were also declared during the
third and fourth quarters of 2001 which have been or will be paid in 2002.
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The development of our businesses and the installation and expansion of our domestic and
international networks will continue to require significant capital expenditures. For 2002, the
WorldCom group capital expenditures are expected to be between $5.0 and $5.5 billion and the MCI
group capital expenditures and intangible (software development) spending are expected to be
approximately $500 million.

We believe that cash flow from operations and available liquidity, including our credit facilities and
commercial paper program and available cash will be sufficient to meet our capital needs, debt service
and dividend requirements for the next twelve months. However, economic downturns and other
adverse developments, including factors beyond our control, could impair our ability to service our
indebtedness.

Critical accounting policies

Our significant accounting policies are described in Note 1 to the consolidated and combined
financial statements included in Item 8 of this Form 10-K. We believe some of our most critical
accounting policies include:

* estimating valuation allowances and accrued liabilities associated with revenue reserves and
provisions for uncollectible accounts and pending litigation and regulatory matters;

* accounting for income taxes;

* goodwill and intangibles;

e valuation of long-lived and intangible assets, and goodwill;

* estimating depreciation and amortization associated with long-lived assets; and

¢ allocation policies between the Worldcom group and the MCI group

Estimating valuation allowances and accrued liabilities. 'The preparation of our consolidated
financial statements requires us to make estimates and assumptions that affect the reported amount of
assets and liabilities as well as the reported amounts of revenues and expenses for the periods
presented. Specifically, our management must make estimates of future customer credits through the
analysis of historical trends and known events. Significant management judgments and estimates must
be made and used in connection with establishing the revenue reserves associated with discounts
earned on special customer agreements, billing reserves for pricing changes and customer disputes.
Material differences may result in the amount and timing of our revenue adjustments if management
projections differ from actual results. Similarly, our management must make estimates regarding the
collectibility of our accounts receivable. Management specifically analyzes accounts receivable including
historical bad debts, customer concentrations, customer credit-worthiness and current economic trends
when evaluating the adequacy of the allowance for doubtful accounts. As of December 31, 2001, our
accounts receivable balance was $5.3 billion, net of allowance for doubtful accounts of $1.1 billion.

We have recorded accruals for loss contingencies in our consolidated financial statements
associated with legal and regulatory proceedings that are incidental to our business. Such accruals are
based on our management’s estimate of the projected liability and range of loss in accordance with
applicable accounting guidance. Because of the uncertainties related to both the amount and range of
loss on the remaining pending matters, management is unable to make a reasonable estimate of the
ultimate liability related to an unfavorable outcome. As additional information becomes available, we
will assess the potential liability related to our pending matters and revise our estimates. The results of
these various legal and regulatory matters are uncertain and could have a material adverse affect on
our consolidated results of operations or financial position.
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Accounting for income taxes. As part of the process of preparing our consolidated financial
statements we are required to estimate our income taxes in each of the jurisdictions in which we
operate. This process involves our estimating actual current tax exposure for WorldCom together with
assessing temporary differences resulting from differing treatment of items, such as property, plant and
equipment depreciation, for tax and accounting purposes. Actual income taxes could vary from these
estimates due to future changes in income tax law or results from final tax exam reviews.

Goodwill and intangibles. Purchase accounting requires extensive use of accounting estimates and
judgments to allocate the purchase price to the fair market value of the assets and liabilities purchased.
In our recording of the Intermedia merger, we allocated the purchase price among certain identifiable
intangible assets and goodwill based on third party appraisals.

Valuation of long-lived assets, goodwill and intangibles. We assess the impairment of identifiable
intangibles, long-lived assets and goodwill whenever events or changes in circumstances indicate that
the carrying value may not be recoverable. Factors we consider important which could trigger an
impairment review include the following:

* significant underperformance relative to expected historical or projected future operating results;
* significant changes in the use of our assets or the strategy for our overall business;

* significant negative industry or economic trends;

* significant decline in our stock price for a sustained period; and

* our market capitalization relative to net book value.

We determine any impairment by comparing the undiscounted future cash flows estimated to be
generated by those assets to their respective carrying amounts. In the event an impairment exists, a loss
is recognized based on the amount by which the carrying value exceeds the fair value of the asset or
group of assets. If quoted market prices for an asset are not available, fair market value is determined
primarily using the anticipated cash flows discounted at a rate commensurate with the risk involved.
Losses on property and equipment to be disposed of are determined in a similar manner, except that
fair market values are reduced for the cost to dispose.

As discussed below, SFAS No. 142, became effective on January 1, 2002 and as a result, we
stopped amortizing approximately $45.0 billion of net goodwill and $1.0 billion of net tradenames.
Based on our current levels of such assets, this will reduce amortization by approximately $1.3 billion
annually. In lieu of amortization, we are required to perform an initial impairment review of our
goodwill and tradenames in 2002 and an annual impairment review thereafter. We expect to complete
our initial impairment review no later than the second quarter of 2002.

We currently estimate that we will record an impairment charge upon completion of the initial
impairment review of approximately $15 to $20 billion, with approximately $1 billion at the MCI group.

Depreciation and amortization of long-lived assets. 'We assign useful lives for long-lived assets based
on periodic studies of actual asset lives and our intended use for those assets. Any change in these
asset lives would be reported in our statement of operations as soon as any change in estimate is
determined. There have been no material changes in asset lives during the three years ended
December 31, 2001.

Allocation policies between the WorldCom group and the MCI group. The financial information for
the WorldCom group and the MCI group reflect the performance of the businesses attributed to each
group and includes the attribution and allocation of our assets, liabilities, revenues and expenses
between the WorldCom group and the MCI group in accordance with our tracking stock policy. Our
management believes that the attribution and allocation methods used are equitable and provide a
reasonable estimate of the costs attributable to each group. However, it is not practical to determine
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whether the allocated amounts represent amounts that would have been incurred on a stand-alone
basis. Our board of directors or any special committee appointed by our board of directors may,
without shareholder approval, change the policies set forth in our tracking stock policy statement and
may adopt additional policies or make exceptions with respect to the application of the policies
described in our policy statement in connection with particular facts and circumstances, all as they may
determine to be in the best interests of WorldCom. Our board is subject to fiduciary duties to all of
WorldCom’s shareholders as one group, not to the holders of any series of stock separately. These
policies are discussed in this management’s discussion and analysis of financial condition and results of
operations as well as in note 1 of the notes to combined financial statements of the WorldCom group
and the MCI group.

Related party transactions

We have entered into certain loan and guaranty arrangements involving Bernard J. Ebbers,
WorldCom’s President and Chief Executive Officer, principally relating to certain obligations to
financial institutions secured by Mr. Ebbers’ stock in WorldCom. Following recent declines in the
closing price of the WorldCom group stock, the outstanding debt covered by the WorldCom guaranty in
favor of Bank of America, N.A., or Bank of America, has been repaid and we have deposited with
Bank of America approximately $35 million to collateralize a letter of credit used to support financing
for which Mr. Ebbers is obligated. The underlying letter of credit is scheduled to expire on
February 15, 2003, subject to renewal, extension or substitution.

WorldCom made aggregate payments of approximately $198.7 million to Bank of America
pursuant to the guaranty, in addition to the deposit collateralizing the letter of credit. That amount,
together with any amounts paid or costs incurred by us in connection with the letter of credit, plus
accrued interest at a floating rate equal to that under one of our credit facilities, is payable by
Mr. Ebbers to us on demand. The amount of such interest accrued through February 28, 2002, is
approximately $875,000 and the interest rate as of that date was 2.15% per annum.

In addition to the guaranty arrangements, we have also agreed to loan up to $165 million in
principal amount to Mr. Ebbers. These loans are payable on demand and bear interest at floating rates
equal to that under certain of our credit facilities. As of February 28, 2002, the aggregate principal
amount of indebtedness owed by Mr. Ebbers to us under these loans was approximately $144.3 million.
Accrued interest on these loans is approximately $5.5 million through February 28, 2002, at interest
rates ranging from 2.14% to 2.16% per annum as of that date.

We have been advised that Mr. Ebbers has used, or plans to use, the proceeds of the loans from
WorldCom principally to repay certain indebtedness under loans secured by shares of our stock owned
by him and that the proceeds of such secured loans were used for private business purposes. The loans
and guaranty by WorldCom were made following a determination that they were in the best interests of
WorldCom and our shareholders in order to avoid additional forced sales of Mr. Ebbers’ stock in
WorldCom. The determination was made by our Compensation and Stock Option Committee as a
result of the pressure on our stock price, margin calls faced by Mr. Ebbers and other considerations.
Such actions were ratified and approved by our board of directors.

In connection with the transactions described above, and subject to certain limitations, and
effective upon termination of restrictions under existing lending agreements, Mr. Ebbers pledged to
WorldCom the shares of our stock owned by him with respect to his obligations under the loans and
guaranty from WorldCom. The pledge of certain of those shares is subordinated to the prior rights of
other lenders and is not currently perfected. Mr. Ebbers also agreed to indemnify WorldCom for any
amounts expended or losses, damages, costs, claims or expenses incurred under the guaranty or the
loans from WorldCom and has provided information demonstrating that his assets are sufficient to
cover his outstanding obligations to us.
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Contractual obligations and commitments

As of December 31, 2001, we had various contractual obligations and commitments which are
more fully disclosed in our notes to consolidated financial statements. Components of these obligations
and commitments include:

* our long-term debt, which includes capital leases. The detail of our long-term debt maturities is
outlined below under “Quantitative and qualitative disclosures about market risk”;

* our operating leases for office facilities and equipment under non-cancelable operating leases
having initial or remaining terms of more than one year and our obligations under rights-of-way
and franchise agreements with various entities for use of their rights-of-way for the installation
of our telecommunications systems. Total multi-year obligations under operating leases and
rights-of-way are $3.9 billion and $443 million, respectively, as of December 31, 2001;

* our outsourcing agreement with EDS pursuant to which we outsource portions of our
information technology, or IT, operations to EDS. EDS has assumed responsibility for our IT
system operations at more than a dozen of our processing centers worldwide. As of
December 31, 2001, the contractual obligation associated with this multi-year contract was
$2.4 billion in the aggregate;

* our obligations under contractual commitments with traditional local phone companies who
provide ports to us in co-located facilities, which we use for dial-up Internet access. As of
December 31, 2001, the contractual commitment associated with these contracts was $1.9 billion
in the aggregate. During 2001, we were successful in the renegotiation of many of these
contracts, at no cost, and as a result, the multi-year contractual commitment has been lowered
by more than $1.1 billion versus the comparable obligation in 2000. We will recognize the
benefits associated with these savings over the next three to five years; and

* our obligations associated with the purchase of special access circuits from traditional local
phone companies under optional payment plans which are term and volume discounts off
traditional local phone company standard pricing. At December 31, 2001, the remaining
obligations associated with the optional payment discount plans are $1.8 billion.

For a detailed description of our long-term debt and further disclosure regarding leases and other
commitments, please see note 4 and note 8 to our consolidated financial statements, which are
incorporated herein by reference.

Recently issued accounting standards

In June 2001, the FASB issued SFAS No. 141 “Business Combinations” and SFAS No. 142
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after
June 30, 2001, which includes the Intermedia merger, to be accounted for using the purchase method
of accounting and broadens the criteria for recording intangible assets separate from goodwill.
Recorded goodwill and intangibles will be evaluated against this new criteria and may result in certain
intangibles being subsumed into goodwill, or alternatively, amounts initially recorded as goodwill may
be separately identified and recognized apart from goodwill. Under the new rules, goodwill and
intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to
annual impairment tests. The statement includes provisions for the identification of reporting units for
purposes of assessing potential future impairments of goodwill. Upon adoption, we stopped amortizing
intangible assets with indefinite useful lives, including goodwill and tradenames. Based on current levels
of such assets, this will reduce amortization expense by approximately $1.3 billion annually ($1.0 billion
at WorldCom group and $0.3 billion at MCI group). Additionally, we are conducting impairment
reviews of all intangibles assets with indefinite useful lives and we expect to complete this assessment
no later than the second quarter of 2002, in accordance with the provisions of SFAS No. 142. Based on
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our preliminary analyses, we estimate that as a result of the adoption of SFAS No. 142 we will reduce
goodwill by $15 to $20 billion, with approximately $1 billion of the reduction at the MCI group.

In June 2001, the FASB issued SFAS No. 143 “Asset Retirement Obligations,” which establishes
new accounting and reporting standards for legal obligations associated with retiring assets. The fair
value of a liability for an asset retirement obligation must be recorded in the period in which it is
incurred, with the cost capitalized as part of the related long-lived assets and depreciated over the
asset’s useful life. Changes in the liability resulting from the passage of time will be recognized as
operating expenses. SFAS No. 143 must be adopted by 2003. We have not yet quantified the impact of
adopting SFAS No. 143 on our consolidated results of operations or financial position.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of
Long Lived Assets,” which supersedes both SFAS No. 121 “Accounting for the Impairment of
Long-Lived Assets for Long-Lived Assets to be Disposed Of,” and the accounting and reporting
provisions for the disposal of a segment of a business contained in APB Opinion No. 30, “Reporting
the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions.” SFAS No. 144 establishes
a single accounting model for long-lived assets to be disposed of by sale and broadens the presentation
of discontinued operations. The provisions of SFAS No. 144 are effective beginning in 2002 and are not
expected to have a material impact on our consolidated results of operations or financial position.

Euro conversion

On January 1, 2002, the national currencies of 12 out of the 15 member countries of the European
Union were replaced by the euro, a new common currency and legal tender. We have completed our
work to address the many issues involved with the introduction of the euro, including the conversion of
information technology systems, recalculating currency risk, recalibrating other financial instruments,
and implementing strategies concerning continuity of contracts. Our processes for preparing taxation
and accounting records have been refined and we do not expect any additional significant costs to be
incurred as a result of any future changes or refinements we may consider necessary. We believe that
our business might be affected in the future by the impact of increased price transparency, however, we
expect to be able to maintain our margins across our international operations as a result of any pricing
changes that we decide to make purely as a result of the introduction of the euro.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Currently, we do not use derivative financial instruments to manage our interest rate risk. We have
minimal cash flow exposure due to general interest rate changes for our fixed rate, long-term debt

obligations. We do not believe a hypothetical 10% adverse rate change in our variable rate debt

obligations would be material to our results of operations. The tables below provide information about
our risk exposure associated with changing interest rates on long-term debt obligations that impact the
fair value of these obligations as of December 31, 2000 and 2001.

Long-term Debt (in millions of dollars) as of December 31, 2000

Average Average Foreign Average
Fixed Interest  Variable  Interest Currency Interest
Expected Maturity Rate Rate (%) Rate Rate (%) Denominated Rate (%)
1 $ 1,609 6.23  $5,129 7.06 $ 462 9.40
2002 .. 74 7.75 60 7.30 333 9.29
2003 .. 1,626 7.27 — — 178 9.28
2004 .. 1,049 7.52 — — 172 9.03
2005 .. 2,268 6.41 — — 119 8.83
Thereafter. .. ....... ... ... ....... 11,481 7.49 — — 336 9.47
Total . . ... .. $18,107 $5,189 $1,600
Fair Value, December 31, 2000 . . ... ... $17,837 $5,188 $1,551
Long-term Debt (in millions of dollars) as of December 31, 2001
Average Average Foreign Average
Fixed Interest  Variable  Interest Currency Interest
W Rate Rate (%) Rate Rate (%) Denominated Rate (%)
2002 .. $ 88 8.68 $§ 60 4.66 $ 24 8.94
2003 .. 1,657 7.31 — — 92 8.94
2004 .. 2,565 6.94 — 57 8.92
2005 .. 2,302 6.44 — — 47 8.92
2000 . .. 2,613 7.64 — — 30 8.92
Thereafter. .. .................... 18,548 7.71 — — 2,127 7.21
Total . . ...... ... $27,773 $ 60 $2,377
Fair Value, December 31,2001 ... ... .. $28,481 $ 60 $2,441

We are exposed to foreign exchange rate risk primarily due to other international operation’s
holding of approximately $512 million in U.S. dollar denominated debt, and our holding of
approximately $1.9 billion of indebtedness indexed in other foreign currencies including the Euro and

Pound Sterling as of December 31, 2001. Our potential immediate loss that would result from a

hypothetical 10% change in foreign currency exchange rates based on this position would be
approximately $209 million. In addition, if that change were to be sustained, our cost of financing

would increase in proportion to the change.

We are also subject to risk from changes in foreign exchange rates for our international operations
which use a foreign currency as their functional currency and are translated into U.S. dollars.

We believe our market risk exposure with regard to our marketable equity securities is limited to
changes in quoted market prices for the securities. Based upon the composition of our marketable
equity securities at December 31, 2001, we do not believe a hypothetical 10% adverse change in quoted

market prices would be material to our results of operations or financial position.

74



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Consolidated Financial Statements and notes thereto are included elsewhere in this Annual Report
on Form 10-K as follows:
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Consolidated statements of shareholders’ investment for the three years ended
December 31, 2001 . . . . .. e F-5
Consolidated statements of cash flows for the three years ended December 31, 2001. . ... ... F-6
Notes to consolidated financial statements . .. ............ . ... .. .. ..., F-7
Financial data schedule . . .. ... .. ... . . F-48
Page
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Combined statements of allocated net worth for the three years ended December 31, 2001 ... F-53
Combined statements of cash flows for the three years ended December 31, 2001.......... F-54
Notes to combined financial statements . ... ... . ... ... ..ttt F-55
Page
MCI Group (an integrated business of WorldCom, Inc.)
Report of independent public accountants . ............. ... F-75
Combined balance sheets as of December 31, 2000 and 2001 . ........................ F-76
Combined statements of operations for the three years ended December 31, 2001 ......... F-77
Combined statements of allocated net worth for the three years ended December 31, 2001 . .. F-78
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Notes to combined financial statements . ... ... . ... ... ..ttt F-80

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None

PART III

The information required by this Part III will be provided in our definitive proxy statement for our
2002 annual meeting of the shareholders (involving the election of directors), which definitive proxy
statement will be filed pursuant to Regulation 14A not later than 120 days following our fiscal year
ended December 31, 2001, and is incorporated herein by this reference to the following extent:
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
The information under the captions “ELECTION OF DIRECTORS—Information about
Nominees and Executive Officers” and “EXECUTIVE COMPENSATION—Section 16(a) Beneficial
Ownership Reporting Compliance.”
ITEM 11. EXECUTIVE COMPENSATION
The information under the captions “INFORMATION CONCERNING BOARD OF
DIRECTORS—Compensation of Directors” and “EXECUTIVE COMPENSATION.”
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
The information under the captions “PRINCIPAL HOLDERS OF VOTING SECURITIES” and
“SECURITY OWNERSHIP OF MANAGEMENT.”
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information under the caption “EXECUTIVE COMPENSATION—Certain Relationships and
Related Transactions” and “INFORMATION CONCERNING BOARD OF DIRECTORS—
Compensation of Directors.”

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) 1and?2

Financial statements and financial statement schedule

See Index to Consolidated Financial Statements and Financial Statement Schedule on page F-1.
All other schedules for which provision is made in the applicable accounting regulations of the SEC are
not required under the related instructions or are inapplicable and, therefore, have been omitted.

() 3
Exhibits required by Item 601 of Regulation S-K

See Exhibit Index for the exhibits filed as part of or incorporated by reference into this Annual
Report on Form 10-K. There are omitted from the exhibits filed with or incorporated by reference into
this Annual Report on Form 10-K certain promissory notes and other instruments and agreements with
respect to long-term debt of WorldCom, none of which authorizes securities in a total amount that
exceeds 10% of the total assets of WorldCom on a consolidated basis. Pursuant to Item
601(b)(4)(iii) of Regulation S-K, we hereby agree to furnish to the SEC copies of any such omitted
promissory notes or other instruments or agreements as the SEC requests.

(b) Reports on Form 8-K

None.
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SIGNATURES

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

WorldCom, Inc.

By: /s/ SCOTT D. SULLIVAN

Scott D. Sullivan
Date: March 13, 2002 Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant and in the capacities and on the dates
indicated.

Name Title Date

/s/ JAMES C. ALLEN

Director March 13, 2002
James C. Allen
/s/ JUDITH AREEN .
- Director March 13, 2002
Judith Areen
/s/ CARL J. AYCOCK .
Director March 13, 2002
Carl J. Aycock
/s/ MaX E. BOBBITT .
Director March 13, 2002

Max E. Bobbitt

Director, President and Chief

/s/ BERNARD J. EBBERS i i
EX§chlve Offlcer. March 13, 2002
Bernard J. Ebbers (Principal Executive
Officer)

/s/ FRANCESCO GALESI

) Director March 13, 2002
Francesco Galesi

/s/ STILES A. KELLETT, JR.
Stiles A. Kellett, Jr.

Director March 13, 2002
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/s/ GORDON S. MACKLIN

- Director March 13, 2002
Gordon S. Macklin
/s/ BERT C. ROBERTS, JR. .
Chairman of the Board March 13, 2002
Bert C. Roberts, Jr.
/s/ JOHN W. SIDGMORE .
Director March 13, 2002

John W. Sidgmore

Director and Chief Financial
/s/ SCOTT D. SULLIVAN Officer (Principal Financial

Scott D. Sullivan Officer and Principal March 13, 2002
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders of WorldCom, Inc.:

We have audited the accompanying consolidated balance sheets of WorldCom, Inc. (a Georgia
corporation) and subsidiaries as of December 31, 2000 and 2001, and the related consolidated
statements of operations, shareholders’ investment and cash flows for each of the years in the three-
year period ended December 31, 2001. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of WorldCom, Inc. and subsidiaries as of December 31, 2000 and 2001, and the
results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2001, in conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2000, the
Company changed its method of accounting for certain activations and installation fee revenues and
expenses.

ARTHUR ANDERSEN LLP

Jackson, Mississippi
March 7, 2002
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WORLDCOM, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In Millions, Except Share Data)

ASSETS
Current assets:

Cash and cash equivalents . . . ... ... ... . e
Accounts receivable, net of allowance for bad debts of $1,532 in 2000 and $1,086 in 2001 . . .
Deferred tax asset . . . . . . it e e e e e
Other Current assets . . . . . o v vt i i e e e e e e e e e e e e

Total current assets . . . . . . ot e e e

Property and equipment:

Transmission eqUIPMENt . . . . . ..ttt it e
Communications eqUIPMENt . . . . .. ..ot
Furniture, fixtures and other . . . . . . . . . ... . ...
Construction in PrOZIESS . . . . . v v v v vttt e e e e e e e e

Accumulated depreciation . . ... ... ..

Goodwill and other intangible assets . . . ... ... .. .. .. L o
Other assets . . ... ... .

LIABILITIES AND SHAREHOLDERS’ INVESTMENT
Current liabilities:

Short-term debt and current maturities of long-term debt . . ... .......... ... ....
Accrued INtETESE . . . . . . ..
Accounts payable and accrued line costs . . ... ... ... ... e
Other current liabilities . . . . . ... ... .. L

Total current liabilities . . . . . . ... .. ..

Long-term liabilities, less current portion:

Long-term debt . . . ... ...
Deferred tax liability . . . . . . ... L
Other liabilities . . . . ... ... .

Total long-term liabilities . . . .. ... ... ... . . e

Commitments and contingencies

Minority INErests . . . . . . ottt e
Company obligated mandatorily redeemable and other preferred securities . . . . ... ......

Shareholders’ investment:
Series B preferred stock, par value $.01 per share; authorized, issued and outstanding:

December 31,

December 31,

10,693,437 shares in 2000 and none in 2001 (liquidation preference of $1.00 per share plus
unpaid dividends) . . .. ..
Preferred stock, par value $.01 per share; authorized: 31,155,008 shares in 2000 and
30,967,637 shares in 2001; none issued . . . . . .. ...

Common stock:
WorldCom, Inc. common stock, par value $.01 per share; authorized: 5,000,000,000

shares in 2000 and none in 2001; issued and outstanding: 2,887,960,378 shares in 2000 and
none in 2001 . . . . L e
WorldCom group common stock, par value $.01 per share; authorized: none in 2000 and
4,850,000,000 shares in 2001; issued and outstanding: none in 2000 and 2,967,436,680
shares in 2001 . . . . ..
MCI group common stock, par value $.01 per share; authorized: none in 2000 and
150,000,000 shares in 2001; issued and outstanding: none in 2000 and 118,595,711 in 2001 .

Additional paid-in capital . . . . . ...

Retained earnings . . .. ... ... ...
Unrealized holding gain (loss) on marketable equity securities . ... ................
Cumulative foreign currency translation adjustment . . ... ........ ... ... . ......

Treasury stock, at cost, 6,765,316 shares of WorldCom, Inc. in 2000, 6,765,316 shares of

WorldCom group stock and 270,613 shares of MCI group stock in 2001 . . ... ........
Total shareholders’ investment . . .. ...... ... ... ...ttt ..

2000 2001
$ 761 $ 1,416
6,815 5308
172 251

2,007 2,230
9,755 9,205
20,288 23,814
8,100 7,878
9,342 11,263
6.897 5,706
44,627 48,661
(7.204) (9.852)
37,423 38,809
46,594 50,537
5,131 5,363

$ 98,903 $ 103,914
$ 7,200 $ 172
446 618
6,022 4,844
4,005 3576
17,673 9,210
17,696 30,038
3.611 4,066
1,124 576
22,431 34,680
2,592 101
798 1,993

29 —

— 30

— 1
52,877 54,297
3,160 4,400
345 (51)
(817) (562)
(185) (185)
55,400 57,930
$ 98903 $ 103,914

The accompanying notes are an integral part of these statements.
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WORLDCOM, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(In Millions, Except Per Share Data)

Revenues . . . . . e

Operating expenses:

Line coStS . . . .
Selling, general and administrative . . . . . ... ... .. e
Depreciation and amortization . . . ... ... ... ...
Other charges. . . . ... ...

Total . . .
Operating iNCOME . . . . . .. ...t

Other income (expense):

Interest eXpense . . . . . . ...
Miscellaneous . . . . . . oo e

Income before income taxes, minority interests and cumulative effect of accounting change . . . .
Provision for income taxes . . ... ... ... ...

Income before minority interests and cumulative effect of accounting change . . ..........
MInority INTETESES . . . . . . .

Income before cumulative effect of accounting change. . . ... ....... ... ... ......
Cumulative effect of accounting change (net of income tax of $50 in 2000) . ............

NEt INCOME . . . o o e e e e e e e e e e e e e e e e

Distributions on mandatorily redeemable preferred securities and other preferred dividend

TEQUITEIMENES . . . o ot ittt e e e et e e e e e e e
Net income applicable to common shareholders. . . .. ........... .. ...... ... ....

Net income attributed to WorldCom group before cumulative effect of accounting change . . .
Cumulative effect of accounting change . .. ... ... ... ... ... . . . . ... . . ...

Net income attributed to WorldCom group . . . ... ... . ... ... .. ...

Net income (loss) attributed to MCI group before cumulative effect of accounting change

Cumulative effect of accounting change .. ......... ... . ... ... . ... ... . .. ...

Net income (loss) attributed to MCI group . . ... ... .. ... ... . ... ... ...

Earnings (loss) per common share:
WorldCom group:

Net income attributed to WorldCom group before cumulative effect of accounting change:
Basic . . ...

Diluted . .. ...

Cumulative effect of accounting change . . . .. ....... . ... ... .. . . ... . . ...

Net income attributed to WorldCom group:

BasiC . . . .
Diluted . . ... e

MCI group:

Net income (loss) attributed to MCI group before cumulative effect of accounting change:
Basic . . ... e

Diluted . . . .. e e e

Cumulative effect of accounting change . .. ... .......... ... . ... ... . . . . ...

Net income (loss) attributed to MCI group:

BasiC . . . e e
Diluted . . . .. e e e

For the Years Ended

December 31,

1999 2000 2001
$35,908  $39,090  $35,179
14,739 15,462 14,739
8,935 10,597 11,046
4,354 4,878 5,880
(®) — —
28,020 30,937 31,665
7,888 8,153 3,514
(966) (970) (1,533)
242 385 412
7,164 7,568 2,393
2,965 3,025 927
4,199 4,543 1,466
(186) (305) 35
4,013 4,238 1,501
_ (85) _
4,013 4,153 1,501
72 65 117
$ 3941 §$ 4088 $ 1,384
$ 2294 $ 2608 $ 1,407
$ — 8 75§ —
$ 2,294 $ 2533 $ 1,407
$ 1,647 $ 1565 $ (23)
$ — 8 (10 § —
$ 1,647 $ 1555 $ (23)

Pro Forma

$ 081 $ 091 § 048
$ 078 $ 090 $ 048
$§ — $003) § —
$ 081 $ 088 $ 048
$ 078 $ 087 $ 048
$ 1432  $ 13.61 $ (0.20)
$ 1432  $ 13.61 $ (0.20)
$ — $ (009 $ —
$ 1432 $ 1352 $ (0.20)
$ 1432 $ 1352 $ (0.20)

The accompanying notes are an integral part of these statements.



WORLDCOM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ INVESTMENT
For the Three Years Ended December 31, 2001
(In Millions)

WorldCom MCI Unrealized  Foreign
WorldCom, Inc.  Group Group Additional Retained Holding Currency Total
Common Common Common Paid-in  Earnings Gain Translation Treasury Shareholders’
Stock Stock Stock Capital (Deficit) (Loss) Adjustment  Stock Investment

Balances, December 31, 1998 . . . . .. .. $ 28 $— $— $50,173  $(4,869) $ 122 $ (28)  $(185)  $45,241
Exercise of stock options (61 million

shares) . ......... .. ... ... .. — — — 886 — — — — 886
Tax adjustment resulting from exercise of

stock options. . . . ......... . ... — — — 820 — — — — 820
Shares issued for acquisitions (4 million

shares) . ........... ... . .... — — — 228 — — — — 228
Conversion of convertible subordinated

debt into common stock. . ... ... .. — — — 1 — — — — 1

Other comprehensive income (loss) (net

of taxes and reclassifications):
Netincome . .................. — — — — 4,013 — — — 4,013
Distributions on mandatorily redeemable

preferred securities and other

preferred dividend requirements . . . . — — — — (72) — — — (72)
Net change in unrealized holding gain on
marketable equity securities . . ... .. — — — — — 453 — — 453
Foreign currency adjustment . . ... ... — — — — — — (332) — (332)
Total comprehensive income 4,062
Balances, December 31, 1999 . . . ... .. 28 — — 52,108 (928) 575 (360) (185) 51,238
Exercise of stock options (38 million
shares) . ......... .. ... . ... . 1 — — 584 — — — — 585
Tax adjustment resulting from exercise of
stock options. . . . ..... ... . ... — — — 348 — — — — 348
Shares issued for acquisitions (0.3 million
shares) . ........... ... .. ... — — — 27 — — — — 27
Redemption of Series C preferred stock . — — — (190) — — — — (190)

Other comprehensive income (loss) (net

of taxes and reclassifications):
Netincome . .................. — — — — 4,153 — — — 4,153
Distributions on mandatorily redeemable

preferred securities and other

preferred dividend requirements . . . . — — — — (65) — — — (65)
Net change in unrealized holding gain on

marketable equity securities . . ... .. — — — — — (230) — — (230)
Foreign currency adjustment . . ...... — — — — — — (457) — (457)

Total comprehensive income 3,401

Balances, December 31, 2000 . . . ... .. 29 — — 52,877 3,160 345 (817) (185) 55,409
Deconsolidation of Embratel . . ... ... — — — — 2) — 335 — 333
Recapitalization of WorldCom, Inc.

common shares .. ............. (29) 29 1 (1) — — — — —
Exercise of stock options (10 million

shares) . ........... ... .. ... — — — 124 — — — — 124
Tax adjustment from exercise of stock

OptiONS . . v v vt — — — 32 — — — — 32

Shares issued for acquisition—
(67 million WorldCom group

common shares) . . ... ....... — 1 — 1,265 — — — — 1,266
(2.7 million MCI group common
shares). . . ............... — — — — — — — — —
Dividends declared on MCI group
common stock . ... ... L L. — — — — (142) — — — (142)

Other comprehensive income (loss) (net

of taxes and reclassifications):
Netincome . .................. — — — — 1,501 — — — 1,501
Distributions on mandatorily redeemable

preferred securities and other

preferred dividend requirements . . . . — — — — (117) — — — (117)
Derivative financial instruments:

Cumulative effect of adoption of

SFAS 133 as of January 1, 2001 . . . — — — — — 28 — — 28
Reclassification of derivative financial
instruments to current earnings. . . . — — — — — (110) — — (110)
Change in fair value of derivative
financial instruments . .. ....... — — — — — 82 — — 82
Net change in unrealized holding gain
(loss) on marketable equity securities . — — — — — (396) — — (396)
Foreign currency adjustment . . ...... — — — — — — (80) — (80)
Total comprehensive income 908
Balances, December 31, 2001 . . . . .. .. $ — $30 $1 $54,297 $ 4400 $ (51) $(562)  $(185)  $57,930

The accompanying notes are an integral part of these statements.
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WORLDCOM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In Millions)

For the Years

Ended December 31,

1999 2000 2001
Cash flows from operating activities:
NEtINCOME . . o vttt et e e e e e e e e $4013 $ 4153 $ 1,501
Adjustments to reconcile net income to net cash provided by operating
activities:
Cumulative effect of accounting change . .. .................... — 85 —
Minority interests . . . . ...t 186 305 (35)
Other charges . ........ .ttt 8) — —
Depreciation and amortization . ................. ... 4,354 4,878 5,880
Provision for deferred income taxes . . ... ............ ... ... 2,903 1,649 1,104
Change in assets and liabilities, net of effect of business combinations:
Accounts receivable, net . ... ... Lo (875) (1,126) 281
Other current assets ... .......... .ttt 143 (797) 164
Accounts payable and other current liabilities . . .. ............. 692 (1,050)  (1,154)
All other operating activities . . . . .. .o vttt it e (403) (431) 253
Net cash provided by operating activities . . . . .................... 11,005 7,666 7,994
Cash flows from investing activities:
Capital expenditures . . . . ...t (8,716) (11,484) (7,886)
Acquisitions and related costs . ... ... ... L o (1,078) (14) (206)
Increase in intangible assets . ............ ... .. (743) (938) (694)
Decrease in other liabilities. . . .. ...... .. ... .. ... . ... (650) (839) (480)
All other investing activities . ................ vttt .. 1,632 (1,110) (424)
Net cash used in investing activities .. .............. ... ........ (9,555) (14,385)  (9,690)
Cash flows from financing activities:
Principal borrowings (repayments) on debt, net ................. (2,894) 6,377 3,031
Common Stock iSSUance . .. .... ...ttt 886 585 124
Distributions on mandatorily redeemable and other preferred
securities and dividends paid on other equity securities . ......... (72) (65) (154)
Redemptions of preferred stock . ......... ... ... ... ... . ... — (190) (200)
All other financing activities . . ................ ... — (84) (272)
Net cash provided by (used in) financing activities . . . .............. (2,080) 6,623 2,529
Effect of exchange rate changesoncash ........................ (221) (19) 38
Net increase (decrease) in cash and cash equivalents . .............. (851) (115) 871
Cash and cash equivalents at beginning of period ................. 1,727 876 761
Deconsolidation of Embratel .. .............. .. ...... .. ...... — — (216)
Cash and cash equivalents at end of period . . .. .................. $ 876 $ 761 $ 1416

The accompanying notes are an integral part of these statements.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies—
Description of Business and Organization:

Organized in 1983, WorldCom, Inc., a Georgia corporation, provides a broad range of
communications services to both U.S. and non-U.S. based businesses and consumers. We are a global
communications company utilizing a strategy based on being able to provide service through our own
facilities throughout the world instead of being restricted to a particular geographic location. We call
this our “on-net” strategy. The on-net approach allows our customers to send data or voice
communications across town, across the U.S., or to any of our networks in Europe or Asia, often
without ever leaving our networks. The on-net approach provides our customers with superior reliability
and low operating costs. Our core business is communications services, which includes voice, data,
Internet and international services. We serve as a holding company for our subsidiaries’ operations.
References herein to WorldCom, “we,” “our,” or “us” include WorldCom, Inc. and its subsidiaries,
unless the context otherwise requires.

Recapitalization:

On June 7, 2001, our shareholders approved a recapitalization involving the creation of two
separately traded tracking stocks:

* WorldCom group stock, which is intended to reflect the performance of our data, Internet,
international and commercial voice businesses and is quoted on The Nasdaq National Market
under the trading symbol “WCOM?”, and

* MCI group stock, which is intended to reflect the performance of our consumer, small business,
wholesale long distance voice and data, wireless messaging and dial-up Internet access businesses
and is quoted on The Nasdaq National Market under the trading symbol “MCIT”.

In connection with the recapitalization, we amended our articles of incorporation to replace our
existing common stock with two new series of common stock that are intended to reflect, or track, the
performance of the businesses attributed to the WorldCom group and the MCI group. Effective with
the recapitalization on June 7, 2001, each share of our existing common stock was changed into one
share of WorldCom group stock and Y25 of a share of MCI group stock.

A tracking stock is a separate class of a company’s common stock intended to provide a return to
investors based upon the financial performance of a distinct business unit of the company, sometimes
referred to as the targeted business. These targeted businesses are collections of businesses that we
have grouped together in order for us to issue WorldCom group stock and MCI group stock. The
ownership of the targeted business does not change, and while each of the classes of stock trade
separately, all shareholders are common shareholders of a single company, WorldCom, and are subject
to all risks of an investment in WorldCom as a whole.

During the second quarter of 2001, we declared the initial quarterly dividend for the MCI group
stock. A cash dividend of $0.60 per share of MCI group stock, or approximately $70 million in the
aggregate, was paid on October 15, 2001 to shareholders of record as of the close of business on
September 28, 2001. Dividends of $0.60 per share of MCI group stock were also declared in the third
and fourth quarters of 2001, which have been or will be paid in 2002.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)

The MCI group was initially allocated notional debt of $6 billion and our remaining debt was
allocated on a notional basis to the WorldCom group. We intend, for so long as the WorldCom group
stock and the MCI group stock remains outstanding, to include in our filings under the Securities
Exchange Act of 1934, as amended, the combined financial statements of each of the WorldCom group
and the MCI group. These combined financial statements will be prepared in accordance with
accounting principles generally accepted in the United States, and in the case of annual financial
statements, will be audited. These combined financial statements are not legally required under current
law or SEC regulations.

Voting rights of the holders of the WorldCom group and the MCI group stock are prorated based
on the relative market values of WorldCom group stock and MCI group stock. We will conduct
shareholder meetings that encompass all holders of voting stock. The WorldCom group and the MCI
group shareholders will vote together as a single class on all matters brought to a vote of shareholders,
including the election of our directors.

Our board of directors may at any time convert each outstanding share of MCI group stock into
shares of WorldCom group stock at 110% of the relative trading value of MCI group stock for the
20 days prior to the announcement of the conversion. No premium will be paid on a conversion that
occurs after June 7, 2004.

If all or substantially all of the WorldCom group or MCI group assets are sold, either: (i) the
relevant shareholders will receive a distribution equal to the fair value of the net proceeds of the sale,
either by special dividend or by redemption of shares; or (ii) each outstanding share of MCI group
stock will be converted into shares of WorldCom group stock at 110% or 100% of the relative trading
value of MCI group stock for a 10 trading day period following the sale.

Principles of Consolidation:

The consolidated financial statements include the accounts of WorldCom and our subsidiaries. All
significant intercompany transactions and balances have been eliminated in consolidation. Investments
in joint ventures and other equity investments in which we own a 20% to 50% voting ownership
interest are accounted for by the equity method. Investments of less than 20% ownership, where we do
not exercise control or significant influence, are accounted for under the cost method.

Embratel Deconsolidation:

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel Participagoes S.A., or Embratel. The restructuring included the resignation of
certain Embratel board of directors seats, the irrevocable obligation to vote a portion of our common
shares in a specified manner and the transfer of certain economic rights associated with such shares to
an unrelated third party. Based on these actions, the accounting principles generally accepted in the
United States prohibit the continued consolidation of Embratel’s results. Accordingly, we have
deconsolidated Embratel’s results effective January 1, 2001.

As of December 31, 2001, our carrying value for our 19.3% ownership interest in Embratel was
$992 million, which is included in other assets in the accompanying consolidated financial statements.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)

Our equity in Embratel’s loss for 2001 is included in miscellaneous income/(expense) in the
accompanying consolidated financial statements.

Fair Value of Financial Instruments:

The fair value of long-term debt and company obligated mandatorily redeemable and other
preferred securities is determined based on quoted market rates or the cash flows from such financial
instruments discounted at our estimated current interest rate to enter into similar financial instruments.
The carrying amounts and fair values of these financial instruments were $25.7 billion and $25.3 billion,
respectively, at December 31, 2000 and $32.2 billion and $32.9 billion, respectively, at December 31,
2001. The carrying values for all our other financial instruments approximate their respective fair
values.

Cash and Cash Equivalents:
We consider cash in banks and short-term investments with original maturities of three months or
less as cash and cash equivalents.

Property and Equipment:

Property and equipment are stated at cost. Depreciation is provided for financial reporting
purposes using the straight-line method over the following estimated useful lives:

Transmission equipment (including conduit) 4 to 40 years
Communications equipment 5 to 10 years
Furniture, fixtures, buildings and other 4 to 39 years

We evaluate the recoverability of property and equipment when events and circumstances indicate
that such assets might be impaired. We determine impairment by comparing the undiscounted future
cash flows estimated to be generated by these assets to their respective carrying amounts. In the event
an impairment exists, a loss is recognized based on the amount by which the carrying value exceeds the
fair value of the asset. If quoted market prices for an asset are not available, fair market value is
determined primarily using the anticipated cash flows discounted at a rate commensurate with the risk
involved. Losses on property and equipment to be disposed of are determined in a similar manner,
except that fair market values are reduced for the cost to dispose.

Maintenance and repairs are expensed as incurred. Replacements and betterments are capitalized.
The cost and related reserves of assets sold or retired are removed from the accounts, and any
resulting gain or loss is reflected in results of operations.

We construct certain of our own transmission systems and related facilities. Internal costs directly
related to the construction of such facilities, including interest and salaries of certain employees, are
capitalized. Such internal costs were $625 million ($339 million in interest), $842 million ($495 million
in interest) and $858 million ($498 million in interest) in 1999, 2000 and 2001, respectively.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)
Goodwill and Other Intangible Assets:

The major classes of intangible assets as of December 31, 2000 and 2001 are summarized below (in
millions):

Amortization
Period 2000 2001
Goodwill . . ..o 5 to 40 years $44,870  $49,825
Tradenames . . .. ... i e 40 years 1,100 1,112
Developed technology. . .. ... . i 5 to 10 years 2,100 2,100
Other intangibles . . ....... ... ... . 5 to 10 years 3,778 4,857
51,848 57,894
Less: accumulated amortization . . . ............. ... ... (5,254)  (7,357)
Goodwill and other intangible assets, net . .. ................. $46,594  $50,537

Intangible assets are amortized using the straight-line method for the periods noted above.

Goodwill is recognized for the excess of the purchase price of the various business combinations
over the value of the identifiable net tangible and intangible assets acquired. Realization of acquisition-
related intangibles, including goodwill, is periodically assessed by our management based on the current
and expected future profitability and cash flows of acquired companies and their contribution to the
overall operations of WorldCom.

Also included in other intangibles are costs incurred to develop software for internal use. Such
costs were $710 million, $925 million and $689 million for the years ended December 31, 1999, 2000
and 2001, respectively.

Investments in Marketable Equity Securities:

Investments in marketable equity securities are classified as available-for-sale securities and
reported at fair value. Unrealized holding gains and losses, net of taxes, are reflected as a component
of shareholders’ investment in the accompanying consolidated financial statements.

Foreign Currency Translation:

Assets and liabilities recorded in foreign currencies are translated at the exchange rate as of the
balance sheet date. Translation adjustments are recorded as a separate component of shareholders’
investment. All revenue and expense accounts are translated at a weighted-average of exchange rates in
effect during the period. Transaction gains and losses that arise from exchange rate fluctuations on
transactions denominated in a currency other than the functional currency are included in the results of
operations as incurred. The accompanying consolidated statements of operations include foreign
currency transaction losses, after elimination of minority interests, of $36 million and $38 million for
the years ended December 31, 1999 and 2000, respectively, and foreign currency transaction gains of
$9 million for the year ended December 31, 2001.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)
Recognition of Revenues:

We record revenues for telecommunications services at the time of customer usage. Service
activation and installation fees are amortized over the average customer contract life.

Accounting for International Long Distance Traffic and Other:

We enter into operating agreements with telecommunications carriers in foreign countries under
which international long distance traffic is both delivered and received. The terms of most switched
voice operating agreements, as well as established FCC policy, require that inbound switched voice
traffic from the foreign carrier to the United States be routed to United States international carriers,
like WorldCom, in proportion to the percentage of United States outbound traffic routed by that
United States international carrier to the foreign carrier. Mutually exchanged traffic between us and
foreign carriers is settled in cash through a formal settlement policy that generally extends over a six-
month period at an agreed upon settlement rate. International settlements are treated as an offset to
line costs. This reflects the way in which the business is operated because WorldCom actually settles in
cash through a formal net settlement process that is inherent in the operating agreements with foreign
carriers.

Reciprocal compensation represents a reimbursement of costs for call termination performed on
behalf of other carriers’ customers and is determined contractually based on fixed rate per minute
charges to those carriers. Small business and consumer primary interexchange carrier charges, or PICC,
are flat-rate charges mandated by the FCC which apply to telecommunications companies that connect
to customers through a traditional phone company’s facilities. Effective July 1, 2000, as a result of the
FCC’s Coalition for Affordable Local and Long Distance Services, or CALLs order, the PICC fee is
billed directly to the customer by the traditional phone company rather than to WorldCom and rebilled
to the customer. Central office based remote access equipment sales represent the reimbursement of
customer specific equipment costs incurred by WorldCom on behalf of the customer as part of service
provisioning. As such, WorldCom determined that it is more appropriate to reflect all of these
reimbursements of our cost as an offset to line costs rather than reporting these reimbursements on a
gross basis as revenues. During the years ended December 31, 1999, 2000 and 2001, such amounts
totaled $1.2 billion, $1.2 billion and $614 million, respectively.

Derivative Financial Instruments:

Effective January 1, 2001, we adopted the Financial Accounting Standards Board’s, or FASB’s,
Statement of Financial Accounting Standard, or SFAS, No. 133, “Accounting for Derivative Instruments
and Hedging Activities,” as amended. This statement establishes accounting and reporting standards
requiring that derivative instruments (including certain derivative instruments embedded in other
contracts) be recorded in the balance sheet as either an asset or liability measured at fair value. As of
January 1, 2001, our exposure to derivative financial instruments primarily consisted of option collar
transactions designated as cash flow hedges of anticipated sales of an equity investment, which we
maintain to minimize the impact of adverse changes in the market price of the related equity
investment. The initial adoption of SFAS No. 133 provided a net transition gain from our designated
cash flow hedges resulting in an increase in other comprehensive income of approximately $28 million.
During 2001, shares of the hedged equity investment were sold and we reclassified respective hedging
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)

gains of $110 million from accumulated comprehensive income to miscellaneous income. As of
December 31, 2001, we maintain no derivative financial instruments. No amounts were reclassified to
earnings resulting from any ineffective portion of the designated derivative hedges or from the
discontinuance of designation of any cash flow hedges.

Cumulative Effect of Accounting Change:

During the fourth quarter of 2000, we implemented Staff Accounting Bulletin No. 101, “Revenue
Recognition in Financial Statements”, or SAB 101, which requires certain activation and installation fee
revenues to be amortized over the average life of the related service rather than be recognized
immediately. Costs directly related to these revenues may also be deferred and amortized over the
customer contract life. As required by SAB 101, we retroactively adopted this accounting effective
January 1, 2000, which resulted in a one-time expense of $85 million, net of income tax benefit of
$50 million. The pro forma effect of adopting SAB 101 on periods prior to January 1, 2000 was not
material to our consolidated financial position or results of operations.

Income Taxes:

We recognize current and deferred income tax assets and liabilities based upon all events that have
been recognized in the consolidated financial statements as measured by the provisions of the enacted
tax laws.

Earnings Per Share:

Our consolidated financial statements present basic and diluted earnings (loss) per share for
WorldCom group stock and MCI group stock using the two-class method. The two-class method is an
earnings formula that determines the attributed earnings (loss) per share for WorldCom group stock
and MCI group stock according to participation rights in undistributed earnings. The combined
financial statements of the WorldCom group and the MCI group do not separately present earnings
(loss) per share because WorldCom group stock and MCI group stock are series of our common stock,
and the WorldCom group and the MCI group are not legal entities with a capital structure.

For purposes of our consolidated financial statements, basic earnings (loss) per share attributed to
WorldCom group stock and MCI group stock is computed by dividing the respective attributed net
income (loss) for the period by the respective number of weighted-average shares of WorldCom group
stock and MCI group stock then outstanding. Diluted earnings (loss) per share attributed to WorldCom
group stock and MCI group stock is computed by dividing the respective attributed net income (loss)
for the period by the respective weighted-average number of shares of WorldCom group stock and
MCI group stock outstanding, including the respective dilutive effect of WorldCom group stock and
MCIT group stock equivalents.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)

The following is a reconciliation of the numerators and the denominators of the basic and diluted
earnings (loss) per share computations for the WorldCom group and the MCI group for the years
ended December 31, 1999, 2000 and 2001 (in millions, except per share data):

Pro Forma
1999 2000 2001
WORLDCOM GROUP STOCK

Basic
Income attributed to WorldCom group before cumulative effect of

accounting Chan@e . . .. ..o vttt e $2,366  $2,673 $1,524
Distributions on mandatorily redeemable preferred securities and other

preferred dividend requirements . . .. ... ... .. L e 72 65 117
Net income attributed to WorldCom group before cumulative effect of

accounting change . ........... ittt $2,294  $2,608 $1,407
Weighted-average shares of WorldCom group stock outstanding . . . . ... ... 2,821 2,868 2,923
Basic earnings per share attributed to WorldCom group stock before

cumulative effect of accounting change .......................... $ 081 $091 §$ 048
Diluted
Net income attributed to WorldCom group before cumulative effect of

accounting Change . .......... ottt $2,294  $2,608 $1,407
Weighted-average shares of WorldCom group stock outstanding . . .. ...... 2,821 2,868 2,923
WorldCom group stock equivalents . .......... ... ... ... ... .... 102 42 9
WorldCom group stock issuable upon conversion of preferred stock . . . .. .. 2 2 1
Diluted shares of WorldCom group stock outstanding . ................ 2925 2912 2,933

Diluted earnings per share attributed to WorldCom group stock before
cumulative effect of accounting change .. ........................ $ 078 $ 090 $ 048

MCI GROUP STOCK

Basic and Diluted
Net income (loss) attributed to MCI group before cumulative effect of
accounting Chang@e . . .. ..o vttt e $1,647 $1,565 § (23)

Basic and diluted weighted-average MCI group shares outstanding . . . ... .. 115 115 117

Basic and diluted earnings (loss) per share attributed to MCI group stock
before cumulative effect of accounting change . ... ................. $14.32  $13.61 $(0.20)

As discussed above, the recapitalization of WorldCom was effective June 7, 2001, and each share
of WorldCom stock was changed into one share of WorldCom group stock and "2s of a share of MCI
group stock. The weighted-average shares outstanding and attributed earnings (loss) per share
information above is pro forma and assumes the recapitalization occurred at the beginning of 1999 and
the WorldCom group stock and MCI group stock existed for all periods presented.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)
Stock Splits:

On November 18, 1999, our board of directors authorized a three-for-two stock split in the form of
a 50% stock dividend which was distributed on December 30, 1999 to sharcholders of record on
December 15, 1999. All per share data and numbers of common shares have been retroactively restated
to reflect this stock split.

Concentration of Credit Risk:

A portion of our revenues is derived from services provided to others in the telecommunications
industry, mainly resellers of long distance telecommunications service and Internet online services. As a
result, we have some concentration of credit risk among our customer base. We perform ongoing credit
evaluations of our larger customer’s financial condition and, at times, require collateral from our
customers to support our receivables, usually in the form of assignment of our customers’ receivables to
us in the event of nonpayment.

Recently Issued Accounting Standards:

In June 2001, the FASB issued SFAS No. 141 “Business Combinations” and SFAS No. 142
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after
June 30, 2001, which includes the Intermedia merger, to be accounted for using the purchase method
of accounting and broadens the criteria for recording intangible assets separate from goodwill.
Recorded goodwill and intangibles will be evaluated against this new criteria and may result in certain
intangibles being subsumed into goodwill, or alternatively, amounts initially recorded as goodwill may
be separately identified and recognized apart from goodwill. Under the new rules, goodwill and
intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to
annual impairment tests. The statement includes provisions for the identification of reporting units for
purposes of assessing potential future impairments of goodwill. Upon adoption, we stopped amortizing
intangible assets with indefinite useful lives, including goodwill and tradenames. Based on current levels
of such assets, this will reduce amortization expense by approximately $1.3 billion annually ($1.0 billion
at the WorldCom group and $0.3 billion at the MCI group). Additionally, we are conducting
impairment reviews of all intangible assets with indefinite useful lives and we expect to complete this
assessment no later than the second quarter of 2002, in accordance with the provisions of SFAS
No. 142. Based on our preliminary analyses, we estimate that as a result of the adoption of SFAS
No. 142 we will reduce goodwill by $15 to $20 billion, with approximately $1 billion of the reduction at
the MCI group.

In June 2001, the FASB issued SFAS No. 143 “Asset Retirement Obligations,” which establishes
new accounting and reporting standards for legal obligations associated with retiring assets. The fair
value of a liability for an asset retirement obligation must be recorded in the period in which it is
incurred, with the cost capitalized as part of the related long-lived assets and depreciated over the
asset’s useful life. Changes in the liability resulting from the passage of time will be recognized as
operating expenses. SFAS No. 143 must be adopted by 2003. We have not yet quantified the impact of
adopting SFAS No. 143 on our consolidated results of operations or financial position.
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(1) The Company and Significant Accounting Policies— (Continued)

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of
Long Lived Assets,” which supersedes both SFAS No. 121 “Accounting for the Impairment of Long-
Lived Assets for Long-Lived Assets to be Disposed Of,” and the accounting and reporting provisions
for the disposal of a segment of a business contained in APB Opinion No. 30, “Reporting the Results
of Operations—Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions.” SFAS No. 144 establishes a single
accounting model for long-lived assets to be disposed of by sale and broadens the presentation of
discontinued operations. The provisions of SFAS No. 144 are effective beginning in 2002 and are not
expected to have a material impact on our consolidated results of operations or financial position.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States, or GAAP, requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and revenues and expenses during the period reported. Actual results
could differ from those estimates. Estimates are used when accounting for allowance for doubtful
accounts, revenue reserves, depreciation and amortization, taxes and contingencies.

(2) Business Combinations—

We have acquired other telecommunications companies offering similar or complementary services
to those offered by us. These acquisitions have been accomplished through the purchase of the
outstanding stock or assets of the acquired entity for cash, notes, shares of our common stock, or a
combination thereof. The cash portion of acquisition costs has generally been financed through our
bank credit facilities.

On July 1, 2001, we acquired Intermedia Communications Inc. for approximately $5.8 billion,
including assumed long-term debt, pursuant to the merger of a wholly owned subsidiary with and into
Intermedia, with Intermedia continuing as the surviving corporation and as a subsidiary of WorldCom.
As a result of the Intermedia merger, we acquired a controlling interest in Digex, Incorporated, or
Digex, a provider of managed Web and application hosting services. In connection with the Intermedia
merger, stockholders of Intermedia received one share of WorldCom group stock (or 57.1 million
WorldCom group shares in the aggregate) and 1/25th of a share of MCI group stock (or 2.3 million
MCI group shares in the aggregate) for each share of Intermedia common stock they owned. Holders
of Intermedia preferred stock, other than Intermedia’s 13.5% Series B Redeemable Exchangeable
Preferred Stock due 2009, or Intermedia Series B Preferred Stock, received one share of a class or
series of our preferred stock, with substantially identical terms, which were established upon
consummation of the Intermedia merger. As a result of the merger with Intermedia, we own
approximately 90% of the voting securities of Intermedia.

Upon effectiveness of the merger with Intermedia, the then outstanding and unexercised options
for shares of Intermedia common stock were converted into options exercisable for an aggregate of
approximately 10 million shares of WorldCom group stock having the same terms and conditions as the
Intermedia options, except that the exercise price and the number of shares issuable upon exercise
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(2) Business Combinations— (Continued)

were divided and multiplied, respectively, by 1.0319. The merger with Intermedia was accounted for as
a purchase and was allocated to the WorldCom group.

The purchase price in the Intermedia merger was allocated based on appraised fair values at the
date of acquisition. This resulted in an excess purchase price over net assets acquired of $5.1 billion of
which $67 million was allocated to customer lists, which will be amortized over approximately four
years on a straight line basis. The remaining excess of $5.0 billion has been allocated to goodwill and
tradename which are not subject to amortization and the goodwill is not expected to be deductible for
tax purposes.

In connection with the Intermedia merger, the Antitrust Division of the Department of Justice
required us to dispose of Intermedia’s Internet service provider business, which provided integrated
Internet connectivity solutions, and effective December 1, 2001, we sold substantially all of the Internet
related assets for approximately $12 million. In addition to this required divestiture, we also committed
to a plan to sell Intermedia’s Advanced Building Network business, which provides centralized
telecommunications services in multi-tenant commercial office buildings, and the systems integration
business through which Intermedia sells, installs, operates and maintains business telephony customer
premise equipment for its customers. We included the appraised fair values of these assets to be
disposed of in our initial allocation of the Intermedia purchase price and also included accrued
anticipated losses expected to be incurred through disposal date. Any difference between the actual
results of operations and the amounts accrued will result in an adjustment of goodwill unless there is a
difference resulting from a post-merger event. For the year ended December 31, 2001, operating losses
for these assets to be disposed of were approximately $41 million, before corporate allocations. We
anticipate that we will complete the planned disposals of the remaining identified businesses before the
third quarter of 2002.

On October 1, 1999, we acquired SkyTel Communications, Inc., pursuant to the merger of SkyTel
with and into a wholly owned subsidiary of WorldCom. Upon consummation of the SkyTel merger, the
wholly owned subsidiary was renamed SkyTel Communications, Inc. SkyTel is a leading provider of
nationwide messaging services in the United States. SkyTel’s principal operations include one-way
messaging services in the United States, advanced messaging services on the narrow band personal
communications services network in the United States and international one-way messaging operations.

As a result of the SkyTel merger, each outstanding share of SkyTel common stock was converted
into the right to receive 0.3849 shares of WorldCom common stock, par value $.01 per share, or
approximately 23 million WorldCom common shares in the aggregate. Holders of SkyTel’s $2.25
Cumulative Convertible Exchangeable Preferred Stock, received one share of WorldCom Series C $2.25
Cumulative Convertible Exchangeable Preferred Stock for each share of SkyTel preferred stock held.
The SkyTel merger was accounted for as a pooling-of-interests; and accordingly, our financial
statements for periods prior to the SkyTel merger have been restated to include the results of SkyTel.
SkyTel has been allocated to the MCI group.
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(2) Business Combinations— (Continued)

During 1999, 2000 and 2001, we recorded other liabilities of $582 million, $29 million and $254
million, respectively, related to estimated costs of unfavorable commitments of acquired entities, and
other non-recurring costs arising from various acquisitions and mergers. At December 31, 1999, 2000
and 2001, other liabilities related to these and previously recorded accruals totaled $1.8 billion, $938
million and $817 million, respectively.

(3) Investments—

As of December 31, 2000 and 2001, our investments in marketable equity securities are included in
other assets at their fair value of approximately $970 million and $22 million, respectively. The
unrealized holding gain or loss on these marketable equity securities, net of taxes of $207 million and
tax benefits of $31 million as of December 31, 2000 and 2001, respectively, is included as a component
of shareholders’ investment in the accompanying consolidated financial statements. As of December 31,
2000 and 2001, the gross unrealized holding gain on these securities was $716 million and $2 million,
respectively. The gross unrealized holding loss on these securities was $164 million and $83 million at
December 31, 2000 and 2001, respectively. Proceeds from the sale of marketable equity securities
totaled $1.7 billion, $680 million and $526 million for the years ended December 31, 1999, 2000 and
2001, respectively. Gross realized gains on marketable equity securities, which represent reclassification
adjustments to other comprehensive income, were $374 million, $643 million and $380 million for the
years ended December 31, 1999, 2000 and 2001, respectively. Gross realized losses were $25 million
and $2 million for the years ended December 31, 2000 and 2001, respectively. There were no gross
realized losses for the year ended December 31, 1999.

Other cost investments totaled $1.2 billion and $1.0 billion as of December 31, 2000 and 2001,
respectively. Dividend income recorded on cost investments for the years ended December 31, 1999,
2000 and 2001 was $32 million, $22 million and $56 million, respectively.

In the second quarter of 2001, we recorded a pre-tax charge of $865 million related to the write-
off of investments in specific publicly traded and privately held companies. The write-off represented an
other than temporary impairment in the carrying value of the identified investments resulting from
bankruptcies and other declines in the telecommunications industry.
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(4) Long-Term Debt—
Outstanding debt as of December 31, 2000 and 2001 consists of the following (in millions):

2000 2001
Commercial paper and credit facilities .. ......... ... ... ... ... $3629 $§ —
Floating rate notes due 2001 and 2002 . . .. ... ... it 1,560 60
7.88% - 8.25% Notes Due 2003-2010 . . . .. 3,500 3,500
7.38% Notes Due 2006-2011 .. .. ... e 2,000 2,000
6.13% - 6.95% Notes Due 2001-2028 . . .. ... ... 6,100 4,600
7.13% - 7.75% Notes Due 2004-2027 . . . . .ottt 2,000 2,000
8.88% Senior Notes Due 2000 . . ... ..ottt e 672 —
7.13% - 8.25% Senior Debentures Due 2023-2027 . . . ... ... . 1,436 1,434
6.13% - 7.50% Senior Notes Due 2004-2012 . . . . .. 1,934 1,925
6.50% - 8.25% Notes Due 2004 - 2031 . . . ... ... — 11,939
Intermedia 11.25% - 12.25% Senior Discount Notes Due 2007 - 2009 . ......... — 643
Intermedia 8.50% - 9.50% Senior Notes Due 2007 - 2009 . .................. — 581
Capital lease obligations (maturing through 2017) . .. ............... ... .... 413 953
Embratel debt. . . ... ... 1,134 —
Other debt (maturing through 2008) . ....... ... . ... ... . ... 518 575

24,896 30,210
Short-term debt and current maturities of long-term debt ... ................ (7,200) (172)

$17,696  $30,038

On June 8, 2001, we replaced our existing $7 billion 364-Day Revolving Credit and Term Loan
Agreement with two new credit facilities consisting of a $2.65 billion 364-Day Revolving Credit
Agreement (the “364-Day Facility”) and a $1.6 billion Revolving Credit Agreement (the “Multi-Year
Facility”). The 364-Day Facility and the Multi-Year Facility, together with our existing $3.75 billion
Amended and Restated Facility A Revolving Credit Agreement (the “Existing Facility”), provide us
with aggregate credit facilities of $8 billion. These credit facilities provide liquidity support for our
commercial paper program and for other general corporate purposes.

The Existing Facility and the Multi-Year Facility mature on June 30, 2002 and June 8, 2006,
respectively. The 364-Day Facility has a 364-day term, which may be extended for successive 364-day
terms to the extent of the committed amounts from those lenders consenting thereto, with a
requirement that lenders holding 51% of the committed amounts consent and so long as the final
maturity date does not extend beyond June 8, 2006. Additionally, we may elect to convert the principal
debt outstanding under the 364-Day Facility to a term loan maturing no later than one year after the
conversion date, so long as the final maturity date does not extend beyond June 8, 2006. The Existing
Facility is subject to annual commitment fees not to exceed 0.25% of any unborrowed portion of the
facilities and the current commitment fee is 0.11%. The 364-Day Facility and the Multi-Year Facility
are subject to annual facility fees not to exceed 0.20% or 0.25%, respectively, of the average daily
commitment under each such facility (whether used or unused). The current commitment fee on the
364-Day Facility is 0.07% and the current commitment fee on the Multi-Year Facility is 0.09%.
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The credit facilities bear interest payable in varying periods, depending on the interest period, not
to exceed six months, or with respect to any Eurodollar Rate borrowing, 12 months if available to all
lenders, at rates selected by us under the terms of the credit facilities, including a Base Rate or
Eurodollar Rate, plus the applicable margin. The applicable margin for the Eurodollar Rate borrowing
generally varies from 0.35% to 0.75% and is currently set at 0.35%, as to loans under the Existing
Facility, from 0.29% to 0.80%, and is currently set at 0.33%, as to loans under the 364-Day Facility and
0.27% to 0.75%, and is currently set at 0.31%, as to loans under the Multi-Year Facility, in each case
based upon our then current debt ratings.

The credit facilities are unsecured and require compliance with various covenants including a
financial covenant based on the ratio of total debt to total book capitalization, which may not exceed
0.68 to 1.00, calculated on a consolidated basis. The credit facilities also require compliance with
various operating covenants which, among other things, permit the following transactions so long as we
are not in default thereunder:

¢ distributions to shareholders;

* the incurrence of additional indebtedness, except that newly secured debt or the total debt
of the covered subsidiaries, cannot exceed 10% of the book value of the consolidated assets
of WorldCom and the covered subsidiaries; and

* sales of assets in the ordinary course of business and additional sales if after such sales, the
aggregate book value of all such assets sold during the term of the credit facilities does not
exceed 20% of the book value of the consolidated assets of WorldCom and the covered
subsidiaries.

As of the date of this filing, we were in compliance with these covenants.

On May 9, 2001, we completed the pricing of a public debt offering of approximately $11.9 billion
principal amount of debt securities, based on currency exchange rates on May 8, 2001. The net
proceeds of $11.7 billion have been or will be used for general corporate purposes, including the
repayment of commercial paper and other debt payments as outlined below. The public debt offering
consisted of the following series of notes:

Principal Interest First

Amount Maturity Payable Interest Date
6.50% Notes due 2004. . ... .. $ 1.5 billion May 15, 2004 Semiannually November 15, 2001
7.50% Notes due 2011. ... ... $ 4.0 billion May 15, 2011 Semiannually November 15, 2001
8.25% Notes due 2031. ... ... $ 4.6 billion May 15, 2031 Semiannually November 15, 2001
6.75% Notes due 2008. . . . . .. € 1.25 billion May 15, 2008 Annually May 15, 2002
7.25% Notes due 2008. . . . . .. £ 500 million May 15, 2008 Annually May 15, 2002

All of the notes, except for the 6.50% Notes due 2004 are redeemable, as a whole or in part, at
our option, at any time or from time to time, at respective redemption prices equal to the greater of
100% of the principal amount of the notes to be redeemed or:

* In the case of the U.S. dollar notes, the sum of the present values of the Remaining
Scheduled Payments, as defined therein, discounted, on a semiannual basis, assuming a
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360-day year consisting of twelve 30-day months, at the Treasury Rate, as defined therein,
plus:

* 30 basis points for the Notes due 2011, and
* 35 basis points for the Notes due 2031;

* In the case of the euro notes, the sum of the present values of the Remaining Scheduled
Payments, as defined therein, discounted, on an annual basis (based on the actual number
of days elapsed divided by 365 or 366, as the case may be), at the Reference Euro Dealer
Rate, as defined therein, plus 25 basis points; and

* In the case of the sterling notes, the price expressed as a percentage (rounded to three
decimal places, with .0005 being rounded up) at which the Gross Redemption Yield, as
defined therein, on the outstanding principal amount of the notes on the Reference Date,
as defined therein, is equal to the Gross Redemption Yield (determined by reference to the
middle-market price) at 3:00 p.m. (London time) on that date on the Benchmark Gilt, as
defined therein, plus 25 basis points;

plus, in the case of the U.S. dollar notes, the euro notes and the sterling notes, accrued interest to the
date of redemption which has not been paid.

In connection with the Intermedia merger, we assumed Intermedia’s outstanding debt including
$1.2 billion of senior discount notes with interest rates ranging from 11.25% to 12.5%, $0.9 billion of
senior notes with interest rates ranging from 8.5% to 9.5%, credit facility borrowings of $258 million
and other long-term debt including capital leases of $0.6 billion. We repaid the Intermedia credit
facility borrowings of $258 million and subsequently terminated Intermedia’s credit facility during the
third quarter of 2001. Additionally, on September 28, 2001, we redeemed all of Intermedia’s 12.5%
senior discount notes for $337 million. Cash balances were used to repay these amounts.

During the third and fourth quarters of 2001, $1.5 billion of 6.125% senior notes matured, $917
million of floating rate notes matured, we redeemed all of our outstanding 8.875% senior notes due
2006 for $694 million, we retired $1.1 billion of our outstanding debt through open market debt
repurchases (including $546 million of outstanding debt assumed in the Intermedia merger) and we
redeemed all of our outstanding Series G preferred stock at par for $200 million. Cash balances were
used to repay these amounts.
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(4) Long-Term Debt— (Continued)

The aggregate principal repayments and reductions required in each of the years ending
December 31, 2002 through December 31, 2006 and thereafter for our long-term debt is as follows (in
millions):

2002 . $ 172
2003 . 1,749
2004 . . 2,622
2005 . 2,349
2000 . . 2,643
Thereafter . .. ... .. e 20,675

$30,210

Included in WorldCom long-term debt is a $700 million 6.125% senior note due 2012, which is a
remarketable instrument. On April 15, 2002, the underwriter has an option to remarket the note and
we have the option to accept the remarketing, exchange the note for new 5, 7 or 10-year notes at
prevailing interest rates or redeem the note for cash. Since the note matures in 2012, it is not included
in our 2002 scheduled debt maturities of $172 million.

Our senior debt is currently rated as follows:

Rating Agency Rating Outlook
Moody’s Investors Service . .. ............ ... A3 Under review
Standard & Poor’s . ........ ... ... L i BBB+ Negative
Fitch Ratings .. ........ ... ... .. ... .. . ...... BBB+ Stable

Any downgrade in rating will not trigger any events on our outstanding bond debt, although the cost of
future bond offerings may increase. Our credit facilities contain ratings triggers affecting interest rates
and our annual commitment fee, which are outlined above and are not liquidity triggers. Additionally,
if WorldCom merges or consolidates with another corporation, the surviving corporation, after giving
effect to the merger or consolidation, among other things, must have a then effective debt rating equal
to or higher than Baa3 by Moody’s and BBB- by Standard & Poor’s. Further, our $2 billion receivables
purchase program contains rating triggers which reduce the availability under the program, and if we
are rated less than Baa3 by Moody’s and less than BBB- by Standard & Poor’s, or if we are not rated
by either agency, then the receivables purchase program is terminated. Our management frequently
communicates with the rating agencies and currently believes that a downgrade below Baa3 or BBB- is
not likely.
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(5) Company Obligated Mandatorily Redeemable Preferred Securities of Subsidiaries and Other
Redeemable Preferred Securities—

In connection with the Intermedia merger, we issued the following series of preferred stock, which
are mandatorily redeemable:

Number of
Aggregate # of Shares
Pgifer red A A.n.n ual Convertible at The Option of
ares Liquidation Dividend Holder
Authorized, Preference Per Associated
Issued and Per Preferred Preferred  Depository WorldCom MCI Group
Outstanding Share Share Shares Group Shares Shares

Series D Junior Convertible

preferred stock, par value

$0.01 per share......... 53,724 $2,500 $175 5,372,410 6,905,398 276,215
Series E Junior Convertible

preferred stock, par value

$0.01 per share......... 64,047 $2,500 $175 6,404,690 5,295,766 211,830
Series F Junior Convertible

preferred stock, par value

$0.01 per share......... 79,600 $2,500 $175 7,960,000 4,729,649 189,185
Series G Junior Convertible

Participating preferred

stock, par value $0.01 per

share ................ 200,000 $1,000 $ 70 n/a 5,555,555 222,222

On August 20, 2001, the holder of our Series G preferred stock exercised its right to require us to
redeem all of the outstanding Series G preferred stock at par plus accrued dividends, or approximately
$200 million in the aggregate.

The Series D, E and F preferred stock are currently redeemable in whole or in part, at our option
for cash plus accrued and unpaid dividends at rates commencing with 103%, declining to 100% in 2004
and thereafter for the Series D and E preferred stock and commencing with 104%, declining to 100%
in 2005 and thereafter for the Series F preferred stock.

Dividends on the Series D, E and F preferred stock are payable in cash or shares of our common
stock, at our election on each July 15, October 15, January 15 and April 15. To date, we have paid
these dividends in cash and we expect to continue to pay cash dividends on our Series D, E and F
preferred stock.

The Series D, E and F preferred shareholders are generally entitled to one-tenth of a vote per
share of Series D, E or F preferred stock on all matters voting together with the WorldCom common
shareholders as a single class.

Redeemable Preferred Securities of Subsidiaries:

At the time of the Intermedia merger, Intermedia had outstanding Intermedia Series B Preferred
Stock, and Digex had outstanding Series A Convertible Preferred Stock, or Digex Series A Preferred
Stock, that remain outstanding subsequent to the Intermedia merger.
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(5) Company Obligated Mandatorily Redeemable Preferred Securities of Subsidiaries and Other
Redeemable Preferred Securities— (Continued)

As of December 31, 2001, there were 568,455 shares of Intermedia Series B Preferred Stock
outstanding. Dividends on the Intermedia Series B Preferred Stock accumulate at a rate of 13.5% of
the aggregate liquidation preference thereof and are payable quarterly, in arrears. Dividends are
payable in cash or, at Intermedia’s option, by the issuance of additional shares of Intermedia Series B
Preferred Stock having an aggregate liquidation preference equal to the amount of such dividends.
Historically, Intermedia has paid the Intermedia Series B Preferred Stock dividend by the issuance of
additional shares of Intermedia Series B Preferred Stock. The Intermedia Series B Preferred Stock is
subject to mandatory redemption at its liquidation preference of $1,000 per share, plus accumulated
and unpaid dividends on March 31, 2009. The Intermedia Series B Preferred Stock will be redeemable
at the option of Intermedia at any time after March 31, 2002 at rates commencing with 106.75%,
declining to 100% on March 31, 2007. Intermedia Series B Preferred Stock is generally entitled to one-
tenth of one vote per share on all matters voting together with the common stock of Intermedia as a
single class.

The Digex Series A Preferred Stock has an aggregate liquidation preference of $100 million, and is
convertible into approximately 1,462,000 shares of Class A Common Stock of Digex. The Digex Series
A Preferred Stock does not pay dividends and there are no voting rights.

As of December 31, 2001, we also had $750 million aggregate principal amount of 8% Cumulative
Quarterly Income Preferred Securities, Series A, representing 30 million shares outstanding due
June 30, 2026 and 475 shares of an authorized 500 shares of 6.375% cumulative preferred stock, Class
A, or Class A Preferred Stock. Each share of Class A Preferred Stock has a par value of $0.01 per
share and a liquidation preference of $100,000 per share. The Class A Preferred Stock is mandatorily
redeemable at the redemption price of $100,000 per share plus accumulated and unpaid dividends on
January 1, 2019. Dividends on the Class A Preferred Stock are payable quarterly at a rate per annum
equal to 6.375% of the liquidation preference of $100,000 per share when, as and if declared.

(6) Preferred Stock—

In October 2001, we exercised our option to redeem all of our outstanding Series B Preferred
Stock. Prior to the redemption date, substantially all of the holders of our Series B Preferred Stock
elected to convert the preferred stock into 0.1460868 shares of WorldCom group stock and 0.005843472
shares of MCI group stock for each share of Series B Preferred Stock held.

In January 2000, each outstanding share of WorldCom Series C $2.25 Cumulative Convertible
Exchangeable Preferred Stock was redeemed by us for $50.75 in cash, or approximately $190 million in
the aggregate.

(7) Shareholder Rights Plan—

On September 6, 2001, our preferred share purchase rights previously issued on August 25, 1996
expired. On March 7, 2002, our board of directors declared a dividend of one preferred share purchase
right, or WorldCom group right, for each outstanding share of WorldCom group stock and one
preferred share purchase right, or MCI group right, for each outstanding share of MCI group stock to
shareholders of record on March 18, 2002. Each WorldCom group right entitles the holder to purchase
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(7) Shareholder Rights Plan— (Continued)

from us one one-thousandth of a share of our Series 4 Junior Participating Preferred Stock, par value
$.01 per share, or Series 4 Preferred Stock, at an initial price of $60.00 per one one-thousandth of a
share of Series 4 Preferred Stock (the “Series 4 Purchase Price”), subject to adjustment. Each MCI
group right entitles the holder to purchase from us one one-thousandth of a share of our Series 5
Junior Participating Preferred Stock, par value $.01 per share, or Series 5 Preferred Stock, at an initial
price of $40.00 per one one-thousandth of a share of Series 5 Preferred Stock (the “Series 5 Purchase
Price”), subject to adjustment.

The WorldCom group rights and MCI group rights generally will be exercisable only after the close
of business on the tenth business day following the date of public announcement or the date on which
we first have notice or determine that a person or group of affiliated or associated persons, which we
refer to as an “Acquiring Person,” other than WorldCom, any of our subsidiaries or any employee
benefit plan of WorldCom, has acquired, or has obtained the right to acquire, 15% or more of the
outstanding shares of voting stock of WorldCom without the prior express written consent of a majority
of our independent directors, or after the close of business on the tenth business day (or such later day
as a majority of our independent directors shall determine, but in no event later than the tenth
business day after a person becomes an Acquiring Person) after the commencement of a tender offer
or exchange offer, by a person which, upon consummation, would result in such party’s control of 15%
or more of our voting stock. The WorldCom group rights and the MCI group rights will expire, if not
previously exercised, exchanged or redeemed, on March 18, 2012.

If any person or group acquires 15% or more of our outstanding voting stock without the prior
written consent of a majority of our independent directors, each WorldCom group right, except those
held by such person or group, would entitle that holder to aquire such number of shares of WorldCom
group stock as equals the result obtained by multiplying the then current Series 4 Purchase Price by the
number of one one-thousandths of a share of Series 4 Preferred Stock for which a WorldCom group
right is then exercisable and dividing that product by 50% of the then current per-share market price of
WorldCom group stock. If any person or group acquires 15% or more of our outstanding voting stock
without the prior written consent of a majority of our independent directors, each MCI group right,
except those held by such person or group, would entitle that holder to acquire such number of shares
of MCI group stock as equals the result obtained by multiplying the then current Series 5 Purchase
Price by the number of one one-thousandths of a share of Series 5 Preferred Stock for which an MCI
group right is then exercisable and dividing that product by 50% of the then current per-share market
price of MCI group stock.

If any person or group acquires 15% or more, but less than 50%, of our outstanding voting stock
without the prior written consent of a majority of our independent directors, each WorldCom group
right and MCI group right, except those held by such persons or group, may be exchanged for one
share of WorldCom group stock or MCI group stock, as applicable, if so determined by a majority of
our independent directors.

If we were acquired in a merger or other business combination transaction where we are not the
surviving corporation or where we are the surviving corporation, but WorldCom group stock or MCI
group stock is exchanged or changed for stock or other securities of any other person or for cash or
other property, or where 50% or more of our assets or earnings power is sold in one or more
transactions without the prior written consent of a majority of our independent directors, each
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WorldCom group right and MCI group right would entitle the holders thereof (except for the
Acquiring Person) to receive such number of shares of the acquiring company’s common stock as
equals the result obtained by multiplying the then current Series 4 Purchase Price or Series 5 Purchase
Price, as applicable, by the number of one one-thousandths of a share of Series 4 Preferred Stock or
Series 5 Preferred Stock for which a WorldCom group right or MCI group right, as applicable, is then
exercisable and dividing that product by 50% of the then current market price per share of the
common stock of the acquiring company on the date of such merger, sale or other business
combination transaction.

At any time prior to the time an Acquiring Person becomes such, a majority of our independent
directors may redeem the WorldCom group rights and MCI group rights in whole, but not in part, at a
price of $.01 per right, or the “Redemption Price”. The redemption of the WorldCom group rights and
MCI group rights may be made effective at such time, on such basis and with such conditions as a
majority of our independent directors in their sole discretion may establish. Immediately upon any
redemption of the WorldCom group rights and MCI group rights, the right to exercise them will
terminate and the only right of the holders will be to receive the Redemption Price.

The terms of the WorldCom group rights and MCI group rights may be amended by us without
the consent of the holders of such rights, including an amendment to lower certain thresholds described
above to not less than the greater of (i) any percentage greater than the largest percentage of the
voting power of all securities of WorldCom then known to us to be beneficially owned by any person or
group of affiliated or associated persons (other than WorldCom, our subsidiaries or any of our
employee benefit plans) and (ii) 10%, except that from and after such time as any person or group of
affiliated or associated persons becomes an Acquiring Person no such amendment may adversely affect
the interests of the holders of the WorldCom group rights or MCI group rights.

(8) Leases and Other Commitments—

We lease office facilities and equipment under non-cancelable operating leases having initial or
remaining terms of more than one year. Rental expense under these operating leases was $323 million,
$392 million and $517 million in 1999, 2000 and 2001, respectively. Rental expense in 2001 increased as
a result of our movement of technical facilities closer to our customers which should result in lower
access costs in the future, international expansion and to a lesser degree, the inclusion of Intermedia
and annual rent escalation. We are also obligated under rights-of-way and franchise agreements with
various entities for the use of their rights-of-way for the installation of our telecommunications systems.
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At December 31, 2001, minimum lease payments under non-cancelable operating leases and
commitments, other contractual commitments and capital leases were as follows (in millions):

Office Facilities
and Equipment

and Other
Contractual Telecommunications Capital
Year Commitments Facilities Rights-of-way Total Leases

2002. .. $ 556 $ 778 $ 45 $1,379 § 140
2003 . . 479 676 33 1,188 110
2004 . . 481 491 32 1,004 113
2005. . o 418 222 26 666 103
2000, ... 350 218 23 591 108
Thereafter .................... 3,211 330 284 3,825 1,003
Total . ... ... ... ... . ... $5,495 $2,715 $443 $8,653 $1,577
Less: imputed interest . . .......... (953)

$ 624

We have various facility leases that include renewal options, and most leases include provisions for
rent escalation to reflect increased operating costs and/or require us to pay certain maintenance and
utility costs. We also purchase special access circuits from traditional local phone companies under
optional payment plans which are term and volume discounts off traditional local phone company
standard pricing. At December 31, 2001, the remaining obligations associated with these discount plans
are $1.8 billion.

In October 1999, WorldCom and Electronic Data Systems Corporation, or EDS, finalized dual
outsourcing agreements. Under these agreements, we outsource portions of our information technology,
or IT, operations to EDS. EDS has assumed responsibility for our IT system operations at more than a
dozen of our processing centers worldwide. The IT outsourcing agreement is represented by a 10-year
contractual commitment with contractually specified minimums over the term of the contract. As of
December 31, 2001, the contractual obligation associated with this contract is $2.4 billion in the
aggregate and has been included with Office Facilities and Equipment and Other Contractual
Commitments in the table above.

Also included with Office Facilities and Equipment and Other Contractual Commitments in the
table above are contractual commitments with traditional local phone companies who provide ports to
us in co-located facilities, which we use for dial-up Internet access. As of December 31, 2001, the
contractual commitment associated with these contracts was $1.9 billion in the aggregate. During 2001,
we were successful in the renegotiation of many of these contracts, at no cost, and as a result, the
contractual commitment has been lowered by more than $1.1 billion versus the comparable obligation
in 2000.

As of December 31, 2001, our receivables purchase program consisted of a $3.7 billion pool of
receivables in which the purchaser owned an undivided interest, which includes the $2.0 billion sold.
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(9) Contingencies—

We are involved in legal and regulatory proceedings that are incidental to our business and have
included loss contingencies in other current liabilities and other liabilities for these matters in our
financial statements. In some instances, rulings by federal, state and international regulatory authorities
may result in increased operating costs to us. The results of these various legal and regulatory matters
are uncertain and could have a material adverse effect on our consolidated results of operations or
financial position.

Regulation

We are subject to varying degrees of federal, state, local and international regulation. In the
United States, our subsidiaries are most heavily regulated by the states, especially for the provision of
local exchange services. Our subsidiaries must be certified separately in each state to offer local
exchange and intrastate long distance services. No state, however, subjects us to rate of return
regulation, nor are we currently required to obtain FCC authorization for installation or operation of
our network facilities used for domestic services, other than licenses for specific multichannel
multipoint distribution services, wireless communications service and terrestrial microwave and satellite
earth station facilities that utilize radio frequency spectrum. FCC approval is required, however, for the
installation and operation of our international facilities and services. We are subject to varying degrees
of regulation in the foreign jurisdictions in which we conduct business, including authorization for the
installation and operation of network facilities. Although the trend in federal, state and international
regulation appears to favor increased competition, no assurance can be given that changes in current or
future regulations adopted by the FCC, state or foreign regulators or legislative initiatives in the United
States or abroad would not have a material adverse effect on us.

In August 1996, the FCC established nationwide rules pursuant to the Telecommunications Act of
1996, or the Telecom Act, designed to encourage new entrants to compete in local service markets
through interconnection with the traditional local phone companies, resale of traditional local phone
companies’ retail services, and use of individual and combinations of unbundled network elements,
owned by the traditional local phone companies. Unbundled network elements are defined in the
Telecom Act as any “facility or equipment used in the provision of a telecommunication service,” as
well as “features, function, and capabilities that are provided by means of such facility or equipment.”
In January 1999, the Supreme Court of the United States confirmed the FCC’s authority to issue the
rules, including a pricing methodology for unbundled network elements. On remand, the FCC clarified
the requirement that traditional local phone companies make specific unbundled network elements
available to new entrants. The traditional local phone companies have sought reconsideration of the
FCC’s order and have petitioned for review of the order in the United States Court of Appeals for the
D.C. Circuit. That case is pending.

In its January 1999 decision, the Supreme Court remanded to the United States Court of Appeals
for the Eighth Circuit various substantive questions concerning the FCC’s rules for pricing unbundled
network elements. In July 2000, the Eighth Circuit upheld the use of a forward-looking methodology
but struck down the portion of the rule that calculates costs based on efficient technology and design
choices. At the request of various parties, including us, the Supreme Court is reviewing the Eighth
Circuit’s decision. The Supreme Court heard oral argument in October 2001, and a ruling is expected
in the first half of 2002.
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In December 1999, the FCC concluded that in providing high-speed digital subscriber line services,
the incumbent local phone companies should be required to share primary telephone lines with
competitive local exchange carriers, and the FCC identified the high frequency portion of the loop as a
network element. In January 2001, the FCC clarified that the requirement to share lines applies to the
entire loop, even where the traditional incumbent local phone company has deployed fiber in the loop.
Under the order, the incumbent local phone companies must permit competing carriers to self-
provision or partner with a data carrier in order to furnish voice and data service on the same line. The
incumbent local phone companies have appealed these two rulings and we have intervened in support
of the FCC.

In December 2001 and February 2002, the FCC issued a series of Notices of Proposed
Rulemaking, seeking to streamline and simplify the requirements imposed on traditional local phone
companies with respect to unbundled network elements, broadband Internet access, and advanced
services. Comments are due during the spring of 2002, and decisions are expected before the end of
2002. WorldCom cannot predict the outcome of these proceedings. However, if regulations are
streamlined or removed, there are elements and combinations of elements upon which WorldCom
relies to provide local services, broadband and advanced services that might no longer be required as a
matter of federal regulation.

The Telecom Act requires traditional local phone companies to petition the FCC for permission to
offer long distance services for each state within their region. Under section 271 of the Telecom Act,
for these applications to be granted, the FCC must find, among other things, that the traditional phone
company has demonstrated that it has satisfied a 14-point competitive checklist to open its local
network to competition and that granting the petition is in the public interest. To date, the FCC has
rejected five traditional local phone company applications and it has granted ten: Verizon’s for New
York, Massachusetts, Connecticut, Pennsylvania and Rhode Island and SBC’s for Texas, Kansas,
Oklahoma, Missouri and Arkansas. WorldCom and other competitive carriers appealed to the D.C.
Circuit the approvals for Kansas, Oklahoma and Massachusetts. On December 28, 2001, the D.C.
Circuit decided that the FCC had not adequately addressed whether the prices charged for leasing
network elements by SBC in Kansas and Oklahoma create a price squeeze which violated the standards
for SBC to gain long distance approval. Without vacating the approval, the D.C. Circuit remanded the
case to the FCC for it to address the price squeeze issue. A briefing schedule has not been established
for the Massachusetts appeal. BellSouth has filed applications to offer long distance service for Georgia
and Louisiana, and Verizon has filed applications for Vermont and New Jersey. Other applications may
be filed at any time. We have challenged, and will continue to challenge, any application that does not
satisfy the requirements of section 271 or the FCC’s local competition rules. To date, these challenges
have focused on the pricing of unbundled network elements and on the adequacy of the traditional
local phone companies’ operations support systems. In addition, legislation has been introduced in
Congress that would have the effect of allowing traditional local phone companies to offer in-region
long distance data services without satisfying section 271 of the Telecom Act and/or of making it more
difficult for competitors to resell incumbent local phone company high-speed Internet access services or
to lease the unbundled network elements used to provide these services. To date, WorldCom and others
have successfully opposed these legislative initiatives.

In February 1999, the FCC issued a Declaratory Ruling and Notice of Proposed Rulemaking
regarding the regulatory treatment of calls to Internet service providers. Prior to the FCC’s order, over
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thirty state public utility commissions issued orders finding that carriers, including us, are entitled to
collect reciprocal compensation for completing calls to Internet service providers under the terms of
their interconnection agreements with traditional local phone companies. Many of these public utility
commission decisions were appealed by the traditional local phone companies and, since the FCC’s
order, many traditional local phone companies have filed new cases at the public utility commissions or
in court. We petitioned for review of the FCC’s order in the D.C. Circuit, which vacated the order and
remanded the case to the FCC for further proceedings. In April 2001, the FCC issued an Order on
Remand and Report and Order asserting jurisdiction over calls to Internet service providers and
establishing a three-year transitional scheme of decreasing reciprocal compensation rates. We filed a
petition for review of the FCC’s order with the D.C. Circuit, and the Court heard oral arguments on
February 12, 2002.

It is possible that spectrum rights held may be disrupted by FCC decisions to re-allocate some or
all of that spectrum to other services. If this re-allocation were to occur, we cannot predict whether
current deployment plans for our multi-channel multipoint distribution service services will be
sustainable.

Litigation

In November 2000, class action complaints were filed in the United States District Courts for the
Southern District of Mississippi, the Southern District of New York, and the District of Columbia
against WorldCom and some of our executive officers. All of these actions were consolidated in the
Southern District of Mississippi on March 27, 2001, along with another purported class action lawsuit
filed on behalf of individuals who purchased stock in Intermedia between September 5 and
November 1, 2000, which action asserts substantially similar claims and alleges that after the
announcement of the WorldCom-Intermedia merger, the price of Intermedia stock was tied to the price
of WorldCom stock. On June 1, 2001, the plaintiffs filed a consolidated amended complaint. Among
other things, the consolidated amended complaint alleged that statements regarding WorldCom’s
revenues, the integration of MCI, the success of UUNET Technologies, and the expansion of
WorldCom’s network were false; WorldCom’s financial disclosures were false; and WorldCom’s
announcement of its “generation d” initiative was misleading. Based on these allegations, the
consolidated amended complaint asserts claims for violation of Section 10(b) of the Securities Exchange
Act of 1934 and Rule 10b-5 promulgated thereunder and Section 20(a) of the Securities Exchange Act
of 1934. The consolidated amended complaint seeks to certify a class of persons who purchased
WorldCom shares between February 10, 2000 and November 1, 2000, inclusive; it does not assert
separate claims on behalf of purchasers of Intermedia shares. On August 7, 2001, WorldCom and the
individual defendants filed a motion to dismiss the consolidated amended complaint in its entirety. We
believe that the factual allegations and legal claims asserted in the consolidated amended complaint are
without merit and intend to defend them vigorously.

In August 1997, three complaints were filed in the United States District Court for the District of
Columbia, as class actions on behalf of purchasers of MCI shares. The three cases were consolidated
on April 1, 1998. On or about May 8, 1998, the plaintiffs in all three cases filed a consolidated
amended complaint alleging, on behalf of purchasers of MCI’s shares between July 11, 1997 and
August 21, 1997, inclusive, that MCI and some of its officers and directors failed to disclose material
information about MCI, including that MCI was renegotiating the terms of the MCI BT merger
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agreement. The consolidated amended complaint seeks damages and other relief. WorldCom and the
other defendants have moved to dismiss the consolidated amended complaint.

(10) Employee Benefit Plans—
Stock Option Plans:

Effective with our recapitalization, each outstanding stock option under our existing stock option
plans was converted into a stock option to acquire shares of WorldCom group stock having the same
terms and conditions, except that the exercise price and the number of shares issuable upon exercise
were divided and multiplied, respectively, by 1.0319. The following information reflects this conversion
ratio. We do not maintain a plan for the issuance of MCI group stock options. We have several stock
option plans under which options to acquire up to 919 million shares of WorldCom group stock may be
granted to directors, officers and employees of WorldCom including the stock option plans acquired
through various acquisitions. As of December 31, 1999, 2000 and 2001, outstanding options and
warrants to acquire 101 million, 137 million and 202 million shares, respectively, were exercisable. We
account for these plans under APB Opinion No. 25, under which no compensation cost is recognized.
Terms and conditions of our options, including exercise price and the period in which options are
exercisable, generally are at the discretion of the Compensation and Stock Option Committee of our
board of directors; however, no options are exercisable for more than 10 years after date of grant. As
of December 31, 2001, 586 million options had been granted under these plans.

Additionally, there are outstanding warrants to acquire 2.4 million shares of WorldCom group
stock at prices ranging from $20.75 to $45.00 per share which were granted by acquired entities prior to
their merger with WorldCom.

Additional information regarding options and warrants granted and outstanding is summarized
below (in millions, except per share data):
Number of Weighted-

Options and Average
Warrants Exercise Price

Balance, December 31, 1998 .. .................... 254 $16.40
Granted to employees/directors ... ................. 157 45.17
Exercised . . ... ... (63) 14.84
Expired or canceled . ........... ... .. .. ... .. . ... (19) 29.92
Balance, December 31, 1999 .. .................... 329 29.63
Granted to employees/directors ... ................. 112 42.73
Exercised . ... ... (38) 15.14
Expired or canceled . ........... ... . ... .. . ... (47) 40.27
Balance, December 31,2000 ...................... 356 33.95
Assumed in connection with acquisitions ............. 10 24.59
Granted to employees/directors . .. ................. 91 15.63
Exercised . .. ... (10) 10.74
Expired or canceled . ........ ... ... . . ... .. . ... (44) 37.79
Balance, December 31,2001 ...................... 403 $29.83
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Options and warrants to purchase 1 million, 323 million and 370 million shares of WorldCom
group stock, were outstanding as of December 31, 1999, 2000 and 2001, respectively, with an exercise
price in excess of the respective year end closing market price for WorldCom group stock.

The following table summarizes information about the WorldCom group options and warrants
outstanding at December 31, 2001:

Options and Warrants Outstanding Options and Warrants Exercisable
Range of Number Remaining Weighted- Number Weighted-
Exercise Outstanding Contractual Average Outstanding Average
Prices (In Millions) Life (Years) Exercise Price (In Millions) Exercise Price
$ 0.01 - 16.81 149 6.9 $14.45 60 $12.84
16.82 - 33.61 60 5.7 22.11 55 23.89
33.62 - 50.42 193 6.9 43.96 86 44.26
50.43 - 84.03 1 5.3 56.60 1 56.34
403 0

SFAS No. 123, “Accounting for Stock-Based Compensation”, requires disclosure of the
compensation cost for stock-based incentives granted after January 1, 1995 based on the fair value at
grant date for awards. Applying SFAS No. 123 to the WorldCom group would result in net income and
earnings per share, or EPS, amounts as follows (in millions, except share data):

1999 2000 2001

Net income attributed to WorldCom group before cumulative
effect of accounting change. . ...............ouuu.. As reported  $ 2,294 $ 2,608 $1,407
With 123 1,795 1,844 600
Basic EPS . . . ... As reported 0.81 091 048
With 123 0.64 0.64 021
Diluted EPS . ... .. .. As reported 0.78 090 048
With 123 0.61 0.63  0.20

The fair value of each option is estimated on the date of grant using an option-pricing model with
the following weighted-average assumptions used for grant:

Weighted-
Expected Risk-free Average Grant-
Date Granted Volatility Interest Rate Date Fair Value
1999 26.8% 52% $14.91
2000 30.2% 6.3% $16.79
2001 39.7% 4.7% $ 6.53

Additionally, for all options, a 15% forfeiture rate was assumed with an expected life of 5 years
and no dividend yield.

401(k) Plans:

WorldCom and its subsidiaries offer our qualified employees the opportunity to participate in one
of our defined contribution retirement plans qualifying under the provisions of Section 401(k) of the
Internal Revenue Code, or the Code. Each employee may contribute on a tax deferred basis a portion
of annual earnings not to exceed $10,500. We match individual employee contributions in selected
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(10) Employee Benefit Plans— (Continued)

plans, up to a maximum level which in no case exceeds 6% of the employee’s compensation. Expenses
recorded by us relating to our 401(k) plans were $108 million, $112 million and $103 million for the
years ended December 31, 1999, 2000 and 2001, respectively.

Employee Stock Purchase Plan:

Effective July 1, 2001, we established the MCI group 2001 Employee Stock Purchase Plan under
Section 423 of the Code which allows eligible MCI group employees to purchase shares of MCI group
stock through payroll deductions not to exceed 15% of the employee’s compensation. The purchase
price is 85% of the lower of the fair market value of MCI group stock on the participant’s enrollment
date or the exercise date. A maximum of 10 million shares of MCI group stock are authorized for
issuance. During 2001 shares totaling 346,000 were issued at an average price of $13.10 per share.

(11) Pension and Other Post-retirement Benefit Plans—

We maintain a noncontributory defined benefit pension plan, or MCI Plan, and a supplemental
pension plan, or the Supplemental Plan, and WorldCom International Data Services, Inc., a subsidiary
of MCI, has a defined benefit pension plan. Collectively, these plans cover substantially all MCI
employees who became WorldCom employees as a result of the merger with MCI and who work 1,000
hours or more in a year. Effective January 1, 1999, no future compensation credits are earned by
participants of the MCI Plan.

Annual service cost is determined using the Projected Unit Credit actuarial method, and prior
service cost is amortized on a straight-line basis over the average remaining service period of
employees. As of December 31, 2000, the fair value of MCI Plan assets exceeded the MCI Plan
accumulated benefit obligation by $42 million. As of December 31, 2001, the accumulated benefit
obligation exceeded the fair value of the plan assets by $21 million. There is no additional minimum
pension liability required to be recognized.

Additionally, Embratel sponsors a contributory defined benefit pension plan and a post-retirement
benefit plan. Annual service cost is determined using the projected unit credit actuarial method.
Approximately 95% of Embratel’s full-time employees are covered by these plans. The defined benefit
pension plan had a fair value of assets in excess of accumulated benefit obligation of $3 million at
December 31, 2000. There is no additional minimum pension liability to be recognized.

In April 1999, we completed the sale of MCI Systemhouse Corp. and SHL Systemhouse Co. to
EDS for $1.6 billion resulting in a settlement gain of $24 million and benefit payments of $80 million.

The following table sets forth information for the MCI pension plans and, for the year ended
December 31, 2000, the Embratel defined benefit pension and post-retirement plans’ assets and
obligations (in millions):
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Embratel Plans

MCI
Pension  Pension Other
Plans Benefits  Benefits

Change in Benefit Obligation
Benefit obligation at January 1, 2000 . ... .. ... ... ... . $476 $349 $109
SEIVICE COSE .« . v ottt e e e e e e e — 1 —
Interest cost . . . ... e 35 37 12
Actuarial 1oss . . ... L 8 29 8
Benefits paid . . ... .. e (59) (30) 4
Foreign currency exchange . ... ... ... .. ... — (32) (10)
Plan amendments . .. ... ... ... 4 — —
Assumption change . ... ... .. .. 3 — —
Benefit obligation at December 31,2000 . . ... ........ ... .. ... .. . .. ... 467 354 115
Interest COSt . . . . oot 32 * *
Actuarial ain . . . . .. (1) * *
Benefits paid . ... ... (45) * *
Assumption change . . ... ... .. .. e 2 * *
Benefit obligation at December 31, 2001 . . . .. .. ... ... ... .. .. ... $455 * *
Change in Plan Assets
Fair value of assets at January 1,2000 . ... ..... ... .. ..., $565 $361 $ 29
Actual return on plan assets . . . . ... 36 57 5
Foreign currency exchange . ........... ... .. ... . .. i — 31) 2)
Benefits paid . ... ... (59) (30) 4)
Fair value of assets at December 31,2000 . . . . ... ... ... .. . . . 542 357 28
Actual return on plan assets . . ... ... ... ) * *
Benefits paid . ... ... (45) * *
Effect of settlement/transfers. . ... ... ... .. . L L (27) * *
Fair value of assets at December 31, 2001 . . . ... ... ... ... . ... ..., $462 * *
As of December 31, 2001:
Funded status . . . ... .. $ 7 * *
Unrecognized net actuarial gain. . . ......... .. ... .. .. e (17) * *
Unamortized prior SETVICE COSt . . . . v vt ittt e et et e et e et 6 * *
Accrued benefit CoOSt . .. ... $ () * *
Weighted-average actuarial assumptions:
Discount rate . . .. ... 7.25% * *
Expected return on plan assets ... ......... ... ... 9.00% * *
Rate of compensation InCrease . . ... ... .. ... ...t N/A * *
As of December 31, 2000:
Funded status . . . ... .. $ 75 $ 3 $(87)
Unrecognized net actuarial (gain) loss .. .......... .. ... .. ... .. ... ... .. (102) (60) 44
Unamortized prior SETVICE COSt . . . . v v vttt e e et et e e e e 7 — —
Unrecognized transition liability. . . ... ... ... .. . . . — 2 —
Accrued benefit COSt . . .. ... $(20) $(55) $(43)
Weighted-average actuarial assumptions:
Discount rate . . . .. ... e 750%  6.00%  6.00%
Expected return on plan assets . . .......... .. .. 9.00%  9.00%  9.00%
Rate of compensation INCrease . . .. .. .. ... ...ttt N/A N/A N/A

*  Information is not provided as a result of the Embratel deconsolidation effective January 1, 2001.
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The components of the net post-retirement benefit and pension costs for the years ended

December 31, 1999, 2000 and 2001 are as follows (in millions):

1999 2000 2001
MCI Embratel MCI Embratel MCI
Pension  Pension Other Pension  Pension  Pension  Other
Plans Benefits  Benefits Plans Benefits  Benefits  Plans
SErvice CoSt . v v v vv i 1 $1 $— $ — 5 — $— § —
Interest cost on accumulated post-
retirement benefit obligation . . . ... .. 36 17 5 35 35 11 32
Expected return on plan assets . . ...... (50) (25) 2 (49) (46) 4) (44)
Amortization of transition obligation. . . . — 2) — — — — 1
Amortization of net loss (gain) . ....... 4) — 1 (10) @ 2 5)
Net periodic post-retirement benefit cost . 78O $4  $(24) $(13) $9 $(l6)
(12) Income Taxes—
The provision for income taxes is composed of the following (in millions):
1999 2000 2001

Current . . ...t
Deferred .. ... ... . .

Total provision for income taxes

1,649

$ 62 $1,376 $ (177)
2,903

1,104

$2,965 $3,025 $ 927

The following is a reconciliation of the provision for income taxes to the expected amounts using

the statutory rate:

Expected statutory amount . ......................

Nondeductible amortization of excess of cost over net
tangible assets acquired . ............ ... . ... ...

State INCOME taAXES . . . v v vttt e e
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1999 2000 2001
350% 35.0% 35.0%
52 50 137
25 26 (5.0)
(15  — —
02)  (04) (2.9)
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The following is a summary of the significant components of our deferred tax assets and liabilities
as of December 31, 2000 and 2001 (in millions):

2000 2001

Assets  Liabilities  Assets Liabilities
Fixed assets . . ...t . $ — $4779) $ —  $(5,580)
Goodwill and other intangibles . .......... — (122) — (11)
Investments . .......... ... ... ... ... 363 — 392 —
Other assets . . ........ovuiiunneen. — (264) — (423)
Accrued liabilities. . .. ......... ... . ... 643 — 394 —
NOL carryforwards. . .. ................ 517 — 1,315 —
Taxcredits . . ... oo 760 — 686 —
Other ........ ... .. .. — (366) — (123)

2,283 (5,531) 2,787  (6,137)
Valuation allowance . .................. (191) — (465) —

$2,092  $(5,531) $2,322  $(6,137)

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and amounts used for income tax
purposes and the impact of available net operating loss, or NOL, carryforwards.

At December 31, 2001, we had unused NOL carryforwards for federal income tax purposes of
approximately $3.4 billion which expire in various amounts during the years 2011 through 2021. These
NOL carryforwards result in a deferred tax asset of approximately $1.3 billion at December 31, 2001.

Approximately $1.7 billion of NOL carryforwards for federal income tax purposes relate to
preacquisition NOL carryforwards attributable to entities acquired in transactions accounted for as
purchases. These carryforwards and other deferred tax assets result in deferred tax assets for which a
valuation allowance of $433 million has been established. If subsequent events or conditions dictate an
increase in the need for a valuation allowance attributable to such deferred tax assets, the income tax
expense for that period will be increased accordingly.

In addition, at December 31, 2001 we have unused NOL carryforwards of $85 million outside the
United States which generally do not expire. These carryforwards result in a $32 million deferred tax
asset for which a valuation allowance has been established.

(13) Supplemental Disclosure of Cash Flow Information—

Interest paid by us during the years ended December 31, 1999, 2000 and 2001 amounted to $1.3
billion, $1.1 billion and $1.4 billion, respectively. Income taxes paid, net of refunds, during the years
ended December 31, 1999, 2000 and 2001 were $106 million, $452 million and $148 million,
respectively.
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In conjunction with business combinations during the years ended December 31, 1999, 2000 and
2001, assets acquired, liabilities assumed and common stock issued were as follows (in millions):

1999 2000 2001

Fair value of assets acquired . ... ................... $ 62 $— §$1932
Goodwill and other intangible assets . ................ 2,231 43 5,102
Liabilities assumed . . . .. ... ... L (987) (29) (4,201)
Preferred stock issued or assumed . . ... .............. — —  (1,361)
Common stockissued . ... ....... .. .. (228)  —  (1,266)
Netcashpaid .............. .. ..., $1,078 $14 $ 206

(14) Segment and Geographic Information—

Based on our organizational structure, we operate in six reportable segments: Commercial voice,
data and Internet; International operations; Consumer; Wholesale; Alternative channels and small
business; and Dial-up Internet. Our reportable segments represent business units that primarily offer
similar products and services; however, the business units are managed separately due to the type and
class of customer as well as the geographic dispersion of their operations. The Commercial voice, data
and Internet segment includes voice, data and other types of domestic communications services for
commercial customers, and Internet services including dedicated access and web and application
hosting services. International operations provide voice, data, Internet and other similar types of
communications services to customers primarily in Europe and the Asia Pacific region. Consumer
includes domestic voice communications services for consumer customers. Wholesale includes voice and
data domestic communications services for wholesale customers. Alternative channels and small
business includes domestic long distance voice and data, agents, prepaid calling cards and paging
services provided to alternative wholesale and small business customers. Dial-up Internet includes dial-
up Internet access services.

Our chief operating decision-maker utilizes revenue information in assessing performance and
making overall operating decisions and resource allocations. Communications services are generally
provided utilizing our fiber optic networks, which do not make a distinction between the types of
services provided. Profit and loss information for WorldCom, the WorldCom group and the MCI group
is reported only on a consolidated basis to the chief operating decision-maker and our board of
directors.
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The accounting policies of the segments are the same as those described in the summary of
significant accounting policies. Information about our segments is as follows (in millions):

Revenues From External Selling, General and
Customers Administrative Capital Expenditures
1999 2000 2001 1999 2000 2001 1999 2000 2001
Voice, data and Internet . .. ......... $14,817 $16,880 $18,371 $2,655 $ 3,209 $ 3,895 $5,532 $ 8,376 $6,505
International operations . ........... 1,624 2,367 2,977 774 1,094 1,409 1,494 1,754 1,114
Consumer . . . ............ouuo... 7,590 7,778 7,227 3,275 2,823 2968 235 146 89
Wholesale . . .. .................. 3,943 3,388 2,641 620 538 617 192 94 32
Alternative channels and small business. . 3,142 3,541 2,427 808 1,030 1,092 182 75 109
Dial-up Internet. . .. .............. 1,497 1,628 1,536 368 426 537 178 185 37
Corporate—other charges .. ......... — — — — 778 888 — — —
Other.......... ... ... ... . ..... 523 — — 170 — — 10 — —
Elimination of intergroup expenses . . . . . — — — (331) (254 (360) — — —
Total before Embratel .......... 33,136 35,582 35,179 8,339 9,644 11,046 7,823 10,630 7,886
Embratel ...................... 2,854 3,662 — 610 980 — 893 854 —
Elimination of intersegment revenue/
EXPENSES « v v v e (82) (154) — (14 (27) — — — —
Total . ... .. ... . . $35,908 $39,090 $35,179 $8,935 $10,597 $11,046 $8,716 $11,484 $7,886

As discussed in Note 1, we deconsolidated our investment in Embratel as of January 1, 2001.
Embratel, which provides communications services in Brazil, was designated as a separate reportable
segment for periods prior to January 1, 2001. Accordingly, we have included Embratel in our segment
information presented for 1999 and 2000. Additionally, Other includes the operations of MCI
Systemhouse Corp. and SHL Systemhouse Co., which was sold to EDS in April 1999.

See Note 17 for a reconciliation of the WorldCom group’s and the MCI group’s operating results
to our consolidated results of operations.

Information about our operations by geographic areas are as follows (in millions):

1999 2000 2001
Long-lived Long-lived Long-lived
Revenues Assets Revenues Assets Revenues Assets
United States . .................. $30,721  $21,965 $32,177 $29,816  $31,428  $34,799
Brazil ............ .. .. .. ... .... 2,772 4,017 3,508 4,008 — —
All other international . ............ 2,415 2,636 3,405 3,599 3,751 4,010
Total .. ....... ... ... ... ... $35,008 $28,618 $39,090 $37,423  $35,179  $38,809
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Quarter Ended
March 31, June 30, September 30, December 31,
2000 2001 2000 2001 2000 2001 2000 2001
(in millions, except per share data)

Revenues. ....................... $9,612 $8,825 $9,807 $8,910 $10,037 $8,966 $9,634 $8,478
Operating income . .. .............. 2,424 1,197 2387 384 1,852 1,180 1,490 753
Income before cumulative effect of

accounting change ............... 1,288 610 1,273 97 951 536 726 258
Netincome .............ouuuunn.. 1,203 610 1,273 97 951 536 726 258

Distributions on mandatorily redeemable
preferred securities and other preferred
dividend requirements. . ........... 17 16 16 16 16 43 16 42
Income (loss) before cumulative effect of
accounting change attributed to:
WorldCom group . ............. 741 548 732 126 599 503 601 @ 347
MCIgroup . ........oovuunnn.. 547 62 541  (29) 352 3 125 (89)
Income (loss) per share before
cumulative effect of accounting change:
WorldCom group—

Basic .......... ... .. ... 025 018 025 0.04 020 016 020 0.10
Diluted . ..................... 025 018 025 0.04 020 016 020 0.10
MCI group—

Basic .......... ... ... ... 480 054 475 (025) 3.06 028 1.09 (0.75)
Diluted...................... 480 054 475 (025) 3.06 028 1.09 (0.75)

(16) Related Party Transactions—

We have entered into certain loan and guaranty arrangements involving Bernard J. Ebbers,
WorldCom’s President and Chief Executive Officer, principally relating to certain obligations to
financial institutions secured by Mr. Ebbers’ stock in WorldCom. Following recent declines in the
closing price of the WorldCom group stock, the outstanding debt covered by the WorldCom guaranty in
favor of Bank of America, N.A., or Bank of America, has been repaid and we have deposited with
Bank of America approximately $35 million to collateralize a letter of credit used to support financing
for which Mr. Ebbers is obligated. The underlying letter of credit is scheduled to expire on
February 15, 2003, subject to renewal, extension or substitution.

WorldCom made aggregate payments of approximately $198.7 million to Bank of America
pursuant to the guaranty, in addition to the deposit collateralizing the letter of credit. That amount,
together with any amounts paid or costs incurred by us in connection with the letter of credit, plus
accrued interest at a floating rate equal to that under one of our credit facilities, is payable by
Mr. Ebbers to us on demand. The amount of such interest accrued through February 28, 2002, is
approximately $875,000 and the interest rate as of that date was 2.15% per annum.

In addition to the guaranty arrangements, we have also agreed to loan up to $165 million in
principal amount to Mr. Ebbers. These loans are payable on demand and bear interest at floating rates
equal to that under certain of our credit facilities. As of February 28, 2002, the aggregate principal
amount of indebtedness owed by Mr. Ebbers to us under these loans was approximately $144.3 million.
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Accrued interest on these loans is approximately $5.5 million through February 28, 2002, at interest
rates ranging from 2.14% to 2.16% per annum as of that date.

We have been advised that Mr. Ebbers has used, or plans to use, the proceeds of the loans from
WorldCom principally to repay certain indebtedness under loans secured by shares of our stock owned
by him and that the proceeds of such secured loans were used for private business purposes. The loans
and guaranty by WorldCom were made following a determination that they were in the best interests of
WorldCom and our shareholders in order to avoid additional forced sales of Mr. Ebbers’ stock in
WorldCom. The determination was made by our Compensation and Stock Option Committee as a
result of the pressure on our stock price, margin calls faced by Mr. Ebbers and other considerations.
Such actions were ratified and approved by our board of directors.

In connection with the transactions described above, and subject to certain limitations, and
effective upon termination of restrictions under existing lending agreements, Mr. Ebbers pledged to
WorldCom the shares of our stock owned by him with respect to his obligations under the loans and
guaranty from WorldCom. The pledge of certain of those shares is subordinated to the prior rights of
other lenders and is not currently perfected. Mr. Ebbers also agreed to indemnify WorldCom for any
amounts expended or losses, damages, costs, claims or expenses incurred under the guaranty or the
loans from WorldCom and has provided information demonstrating that his assets are sufficient to
cover his outstanding obligations to us.

(17) Consolidating Information—

Below is the consolidating financial information of the WorldCom group and the MCI group. The
financial information reflects the businesses attributed to the WorldCom group and the MCI group
including the allocation of revenues and expenses between the WorldCom group and the MCI group in
accordance with our allocation policies.

The attribution of the assets, liabilities, equity, revenues and expenses for each group, as reflected
in our consolidated financial statements, which are consolidated in accordance with accounting
principles generally accepted in the United States, is primarily based on specific identification of the
businesses included in each group. Where specific identification was impractical, other methods and
criteria were used that our management believes are equitable and provide a reasonable estimate of the
assets, liabilities, equity, revenues and expenses attributable to each group. Our shared corporate
services and related balance sheet amounts (such as executive management, human resources, legal,
regulatory, accounting, tax, treasury, strategic planning and information systems support) have been
attributed to the WorldCom group or the MCI group based upon identification of such services
specifically benefiting each group. Where determinations based on specific usage alone are impractical,
other methods and criteria were used that our management believes are equitable and provide a
reasonable estimate of the cost attributable to each group.

Our board of directors or any special committee appointed by the board of directors may, without
shareholder approval, change the polices set forth in our tracking stock policy statement. Our board of
directors or any special committee appointed by the board of directors also may, without shareholder
approval, adopt additional policies or make exceptions with respect to the application of the policies
described in our tracking stock policy statement in connection with particular facts and circumstances,
all as they may determine to be in our best interests as a whole.
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CONSOLIDATING STATEMENT OF OPERATIONS
(In Millions)
Year Ended December 31, 1999
WorldCom MCI

Group Group Eliminations  WorldCom
REVENUES . . . o ottt e e $19,736  $16,172 $ — $35,908
Operating expenses:
Line costs:
Attributed costs (1) .. ... 7,841 6,898 — 14,739
Intergroup allocated expenses (2) .. ........... 64 189 (253) —
Selling, general and administrative:
Attributed costs (1) . ........ ... ... .. .. .. 2,594 3,113 3,228 8,935
Shared corporate services (3) . ............... 1,601 1,627 (3,228) —
Other intergroup allocated expenses (4)......... — 331 (331) —
Depreciation and amortization:
Attributed costs (1) . ...... ... . ... 3,533 821 — 4,354
Intergroup allocated expenses (5) .. ........... (520) (64) 584 —
Othercharges .. ............ ... (8) — — (8)
Total ... 15,105 12,915 — 28,020
Operating iNCOME . .+« vttt e et i e e e e 4,631 3,257 — 7,888
Interest eXpense . . . .« vt (460) (506) — (966)
Miscellaneous income . . . .. ... ... ... 237 5 — 242
Income before income taxes and minority interests. . . . . . 4,408 2,756 — 7,164
Provision for income taxes ....................... 1,856 1,109 — 2,965
Income before minority interests . . .. ............... 2,552 1,647 — 4,199
Minority interests . . . . . oot e (186) — — (186)
Net income before distributions on mandatorily
redeemable preferred securities .. ................ 2,366 1,647 — 4,013
Distributions on mandatorily redeemable preferred
securities and other preferred dividend requirements . . . 72 — — 72
NEt iNCOME . . oottt e e e e e e e e $ 2294 $ 1647 $ — $ 3,941

(1) Attributed costs represent costs directly incurred by or attributed to the WorldCom group and the MCI group
and do not include any intergroup allocations.

(2) The WorldCom group was allocated $64 million for its usage of our business voice switches, which have been
attributed to the MCI group, and the MCI group was allocated $189 million for its usage of our fiber optic
systems, which have been attributed to the WorldCom group.

(3) Our shared corporate services (such as executive management, human resources, legal, regulatory, accounting
and tax, treasury, strategic planning and information systems support) have been allocated to the WorldCom
group and the MCI group in the amounts of $1.6 billion and $1.6 billion, respectively.

(4) The MCI group was allocated $303 million of costs related to its use of buildings, furniture and fixtures and
$28 million for use of the MCI tradenames, which assets have been attributed to the WorldCom group.

(5) A credit of $492 million and $64 million to depreciation expense has been recorded by the WorldCom group
and the MCI group, respectively, to reflect the allocation of a portion of the applicable costs for the use by
the WorldCom group of the business voice switches attributed to the MCI group, and the proportionate use
by the MCI group of the fiber optic systems and buildings, furniture and fixtures attributed to the WorldCom
group. Additionally, a credit of $28 million to amortization expense has been recorded by the WorldCom
group to reflect the charge to the MCI group for use of the MCI tradenames.
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CONSOLIDATING STATEMENT OF CASH FLOWS
(In millions)

Year Ended December 31, 1999
WorldCom MCI

Group Group Eliminations  WorldCom

Cash flows from operating activities:
NEet iNCOME . . o v ottt e e e e e e e $2366 $1,647 $ — $4,013

Adjustments to reconcile net income to net cash

provided by operating activities . .. .............. 4,986 2,006 — 6,992
Net cash provided by operating activities . ......... 7,352 3,653 — 11,005

Cash flows from investing activities:
Capital expenditures . ...............c..oo.... (7,929) (787) — (8,716)
Acquisitions and related costs. .. ........... .. ... (786) (292) — (1,078)
All other investing activities, net. ................. 670 (431) — 239
Net cash used in investing activities . . . ... ........ (8,045) (1,510) — (9,555)

Cash flows from financing activities:
Principal repayments on debt, net. . ............... (2,894) — — (2,894)
Attributed stock activity of WorldCom, Inc........... 886 — — 886
Intergroup advances, net . ...................... 2,097 (2,097) — —
All other financing activities, net . ................ (72) — — (72)
Net cash provided by (used in) financing activities . . . 17 (2,097) — (2,080)
Effect of exchange rate changesoncash.............. (221) — — (221)
Net increase (decrease) in cash and cash equivalents. . . . . (897) 46 — (851)
Cash and cash equivalents beginning of period ......... 1,703 24 — 1,727
Cash and cash equivalents end of period ............. $ 86 $ 70 $§ — $ 876
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(17) Consolidating Information—(Continued)

CONSOLIDATING BALANCE SHEET

(In millions)

at December 31, 2000

WorldCom MCI

Group Group Eliminations(1) WorldCom
Current asSetS. . . .ot te $ 8092 §$ 2,312 $ (649) $ 9,755
Property and equipment, net . . .................. 35,177 2,246 — 37,423
Goodwill and other intangibles . ................. 36,685 9,909 — 46,594
Other assets . . . ..ottt e e e 5,939 168 (976) 5,131
TOtal @SSELS « v v v oottt $85,893  $14,635 $(1,625) $98,903
Current liabilities .. ............ ... ... ... ....... $14,213  $ 4,109 $ (649) $17,673
Long-termdebt .......... ... ... . ... ... ... 11,696 6,000 — 17,696
Noncurrent liabilities. . . .. ........ ... .. ....... 3,648 2,063 (976) 4,735
Minority interests . . ... ....... ... i 2,592 — — 2,592

Company obligated mandatorily redeemable preferred
SCCUIMEICS . + v v v v e e e e et et et e et et e e 798 — — 798
Shareholders’ investment . . ... .................. 52,946 2,463 — 55,409
Total liabilities and shareholders’ investment . . . . . .. $85,893  $14,635 $(1,625) $98,903

(1) Represents the elimination of intergroup receivables and payables associated with other intergroup
allocations between the WorldCom group and the MCI group. The WorldCom group had a net
receivable from the MCI group (and the MCI group had a corresponding net payable to the

WorldCom group) of $1.6 billion, of which $649 million was classified as current with the

remainder classified as long-term.
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(17) Consolidating Information—(Continued)

CONSOLIDATING STATEMENT OF OPERATIONS
(In millions)
Year Ended December 31, 2000

WorldCom MCI
Group Group Eliminations  WorldCom
Revenues . ... ... ... . $22,755  $16,335 8 — $39,090
Operating expenses:
Line costs:
Attributed costs (1) . ... ..o 8,658 6,804 — 15,462
Intergroup allocated expenses (2). . .. .................. 87 373 (460) —
Selling, general and administrative:
Attributed costs (1) ... ... 3,682 2,981 3,934 10,597
Shared corporate services (3) .. ............ ... ... 2,007 1,927 (3,934) —
Other intergroup allocated expenses (4) . ................ — 254 (254) —
Depreciation and amortization:
Attributed costs (1) ... ... 3,907 971 — 4,878
Intergroup allocated expenses (5). . .. ... ... (627) (87) 714 —
Total ..o 17,714 13,223 — 30,937
Operating iNCOME . . . . .t vttt et e e et e e e 5,041 3,112 — 8,153
Interest eXPense . . ... v vt e (458) (512) — (970)
Miscellaneous income . . . . ... ..o 385 — — 385
Income before income taxes, minority interests and cumulative effect
of accounting change . . . . ........ .. .. .. .. .. 4,968 2,600 — 7,568
Provision for income taxes. . . . ... ... 1,990 1,035 — 3,025
Income before minority interests and cumulative effect of accounting
change . .. ... ... 2,978 1,565 — 4,543
Minority interests. . . . . ..o v it e (305) — — (305)
Income before cumulative effect of accounting change .......... 2,673 1,565 — 4,238
Cumulative effect of accounting change . . . .................. (75) (10) — (85)
Net income before distributions on mandatorily redeemable
preferred securities . . . . .. ... L 2,598 1,555 — 4,153
Distributions on mandatorily redeemable preferred securities and
other preferred dividend requirements . . . .. ............... 65 — — 65
Net INCOME . . . v v ot e e e e e e e e e $ 2,533 $ 1,555 $  — $ 4,088
(1) Attributed costs represent costs directly incurred by or attributed to the WorldCom group and the MCI group

()

©)

4)
©)

and do not include any intergroup allocations.

The WorldCom group was allocated $87 million for its usage of our business voice switches, which have been
attributed to the MCI group, and the MCI group was allocated $373 million for its usage of our fiber optic
systems, which have been attributed to the WorldCom group.

Our shared corporate services (such as executive management, human resources, legal, regulatory, accounting
and tax, treasury, strategic planning and information systems support) have been allocated to the WorldCom
group and the MCI group in the amounts of $2.0 billion and $1.9 billion, respectively.

The MCI group was allocated $226 million of costs related to its use of buildings, furniture and fixtures and
$28 million for use of the MCI tradenames, which assets have been attributed to the WorldCom group.

A credit of $599 million and $87 million to depreciation expense has been recorded by the WorldCom group
and the MCI group, respectively, to reflect the allocation of a portion of the applicable costs for the use by
the WorldCom group of the business voice switches attributed to the MCI group, and the proportionate use
by the MCI group of the fiber optic systems and buildings, furniture and fixtures attributed to the WorldCom
group. Additionally, a credit of $28 million to amortization expense has been recorded by the WorldCom
group to reflect the charge to the MCI group for use of the MCI tradenames.

F-43



WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(17) Consolidating Information—(Continued)

CONSOLIDATING STATEMENT OF CASH FLOWS
(In millions)

Year Ended December 31, 2000
WorldCom MCI

Group Group Eliminations  WorldCom

Cash flows from operating activities:
Net INCOME . .« .« o v vt e e e e e e e e e e e e $ 2598 $1,555 $§ — $ 4,153

Adjustments to reconcile net income to net cash provided

by operating activities . ............ ... . . .. ... 2,732 781 — 3,513
Net cash provided by operating activities . ......... 5,330 2,336 — 7,666

Cash flows from investing activities:
Capital expenditures . ..............ccieen... (10,984) (500) — (11,484)
Acquisitions and related costs .. ....... ... .. ..., (14) — — (14)
All other investing activities, net ................... (2,614) (273) — (2,887)
Net cash used in investing activities . . . ... ........ (13,612) (773) — (14,385)

Cash flows from financing activities:
Principal borrowings on debt, net. .. ................ 6,377 — — 6,377
Attributed stock activity of WorldCom, Inc. ........... 585 — — 585
Intergroup advances, net . . ............... ... ..., 1,592 (1,592) — —
All other financing activities, net .. ................. (339) — — (339)
Net cash provided by (used in) financing activities . . . 8,215  (1,592) — 6,623
Effect of exchange rate changesoncash.............. (19) — — (19)
Net decrease in cash and cash equivalents ............ (86) (29) — (115)
Cash and cash equivalents beginning of period ......... 806 70 — 876
Cash and cash equivalents end of period ............. $ 720 § 41 $ — § 761
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WORLDCOM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

DECEMBER 31, 2001

(17) Consolidating Information—(Continued)

CONSOLIDATING BALANCE SHEET

(In millions)

At December 31, 2001

MCI
Group Eliminations(1)  WorldCom

$ 1,926 $ (900) $ 9,205

2,017 — 38,809
9,719 — 50,537
227 (976) 5,363

$13,889  $(1,876)  $103,914

$ 4195 § (900) $ 9,210

5,505 — 30,038
1,876 (976) 4,642
— — 101
— — 1,993
2,313 — 57,930

WorldCom
Group
CUurrent assetS . . . .v vt it $ 8,179
Property and equipment, net . . .................. 36,792
Goodwill and other intangibles . ................. 40,818
Other assets . . .. oo vt 6,112
Total asSets . . v v $91,901
Current liabilities . .. ........ ... $ 5,915
Long-termdebt ....... ... ... . ... ... ... ... 24,533
Noncurrent liabilities . ........................ 3,742
Minority interests . ... ....... . 101
Company obligated mandatorily redeemable and other
preferred securities . . ......... . ... L L. 1,993
Shareholders’ investment . . . . ................... 55,617
Total liabilities and shareholders’ investment . . ... .. $91,901

$13.889  $(1,876)  $103,914

(1) Represents the elimination of intergroup receivables and payables associated with other intergroup
allocations between the WorldCom group and the MCI group. The WorldCom group had a net
receivable from the MCI group (and the MCI group had a corresponding net payable to the
WorldCom group) of $1.9 billion, of which $900 million was classified as current with the

remainder classified as long-term.

F-45
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DECEMBER 31, 2001

(17) Consolidating Information—(Continued)

CONSOLIDATING STATEMENT OF OPERATIONS
(In millions)

Year Ended December 31, 2001
WorldCom MCI

Group Group Eliminations  WorldCom
REVENUES . .« o ot ot e e e e e $21,348  $13,831 L J— $35,179
Operating expenses:
Line costs:
Attributed costs (1) .. ... ... ... ... o 8,019 6,720 — 14,739
Intergroup allocated expenses (2) .. ................. 101 360 (461) —
Selling, general and administrative:
Attributed costs (1) .. ... ... ... . .. o 4,052 3,438 3,556 11,046
Shared corporate services (3) . .. ...... .. .. ... 2,006 1,550 (3,556) —
Other intergroup allocated expenses (4) . ... ........... — 360 (360) —
Depreciation and amortization:
Attributed costs (1) .. ... .. .. 4,841 1,039 — 5,880
Intergroup allocated expenses (5) . ... ............... (720) (101) 821 —
Total . . ... 18,299 13,366 — 31,665
Operating iNCOME . . . . . vttt et et e e 3,049 465 — 3,514
Interest eXpense . . . . ... (1,029) (504) — (1,533)
Miscellaneous income . . .. ....... .. 412 — — 412
Income (loss) before income taxes and minority interests . . .. .. 2,432 39) — 2,393
Income tax expense (benefit) . ........... .. .. ... .. .... 943 (16) — 927
Income (loss) before minority interests . ................. 1,489 (23) — 1,466
Minority interests . . . . ..o vt 35 — — 35
Net income (loss) before distributions on mandatorily
redeemable preferred securities . . ... ........ ... .. ... 1,524 (23) — 1,501
Distributions on mandatorily redeemable preferred securities and
other preferred dividend requirements . ................ 117 — — 117
Net income (l0SS) . . . .o vt $ 1407 $ (23 $ — $ 1,384
(1) Attributed costs represent costs directly incurred by or attributed to the WorldCom group and the MCI group

(@)

©)

(4)
®)

and do not include any intergroup allocations.

The WorldCom group was allocated $101 million for its usage of our business voice switches, which have been
attributed to the MCI group, and the MCI group was allocated $360 million for its usage of our fiber optic
systems, which have been attributed to the WorldCom group.

Our shared corporate services (such as executive management, human resources, legal, regulatory, accounting
and tax, treasury, strategic planning and information systems support) have been allocated to the WorldCom
group and the MCI group in the amounts of $2.0 billion and $1.6 billion, respectively.

The MCI group was allocated $332 million of costs related to its use of buildings, furniture and fixtures and
$28 million for use of the MCI tradenames, which assets have been attributed to the WorldCom group.

A credit of $692 million and $101 million to depreciation expense has been recorded by the WorldCom group
and the MCI group, respectively, to reflect the allocation of a portion of the applicable costs for the use by
the WorldCom group of the business voice switches attributed to the MCI group, and the proportionate use
by the MCI group of the fiber optic systems and buildings, furniture and fixtures attributed to the WorldCom
group. Additionally, a credit of $28 million to amortization expense has been recorded by the WorldCom
group to reflect the charge to the MCI group for use of the MCI tradenames.
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(17) Consolidating Information—(Continued)

CONSOLIDATING STATEMENT OF CASH FLOWS
(In millions)

Year Ended December 31, 2001

WorldCom MCI
Group Group  Eliminations WorldCom

Cash flows from operating activities:

Net income (l0SS) . ..o v vt $1,524 $(23) $ — $ 1,501
Adjustments to reconcile net income (loss) to net cash
provided by operating activities . . . .. ......... ... ... 5,081 1,412 — 6,493
Net cash provided by operating activities . .......... 6,005 1,389 — 7,994
Cash flows from investing activities:
Capital expenditures . ........... ...t (7,619)  (267) — (7,886)
Acquisitions and related costs. . .. ... ... oL (206) — — (206)
All other investing activities, net. .. .................. (993)  (605) — (1,598)
Net cash used in investing activities . .. ............ (8,818)  (872) — (9,690)
Cash flows from financing activities:
Principal borrowings (repayments) on debt, net . . ........ 3,526 (495) — 3,031
Attributed stock activity of WorldCom, Inc.............. 124 — — 124
Intergroup advances, net .. ........................ (15) 15 — —
All other financing activities, net . ................... (555) (71) — (626)
Net cash provided by (used in) financing activities . . . . 3,080 (551) — 2,529
Effect of exchange rate changesoncash ............... 38 — — 38
Net increase (decrease) in cash and cash equivalents . . . . . . 905 (34) — 871
Cash and cash equivalents beginning of period .......... 720 41 — 761
Deconsolidation of Embratel . ...................... (216) — — (216)
Cash and cash equivalents end of period. . ............. $1,409 $ 7 $ — $ 1,416
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WORLDCOM, INC.

SCHEDULE 1I
VALUATION AND QUALIFYING ACCOUNTS

Charged To Additions Deductions
Balance at

Balance at
Beginning Deconsolidation Costs and From Purchase and Accounts
of Period of Embratel Expenses  Transactions  Written Off End of Period

Descriptions

Allowance for doubtful
accounts (in millions):

Accounts Receivable
2001 . ... $1,532 $282 $1,313 $194 $1,671 $1,086
2000, ... 1,122 — 1,865 — 1,455 1,532
1999 . . ... 920 — 951 19 768 1,122
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You should understand the following when reading the combined financial statements of the
WorldCom group, which is an integrated business of WorldCom, Inc.:

* WorldCom has presented the combined financial statements of the WorldCom group at
substantially the same level of detail as the consolidated financial statements of WorldCom.
WorldCom believes that investors require detailed financial information for the WorldCom
group to properly evaluate the market potential of WorldCom group stock;

* the WorldCom group is a collection of WorldCom’s data, Internet, international and commercial
voice businesses and is not a separate legal entity;

* the holders of the WorldCom group stock are shareholders of WorldCom and do not have an
ownership interest in the WorldCom group or any company in the WorldCom group or a claim
on any of the assets attributed to the WorldCom group;

* the attribution of a portion of WorldCom’s assets and liabilities to the WorldCom group does
not affect WorldCom’s ownership of these assets or responsibility for these liabilities and does
not affect the rights of any creditor of WorldCom; and

* the assets attributed to the WorldCom group could be subject to the liabilities attributed to the
MCIT group.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders of WorldCom, Inc.:

We have audited the accompanying combined balance sheets of the WorldCom group (an
integrated business of WorldCom, Inc.) (as described in Note 1) as of December 31, 2000 and 2001,
and the related combined statements of operations, allocated net worth and cash flows for each of the
years in the three-year period ended December 31, 2001. These financial statements are the
responsibility of WorldCom, Inc.’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the WorldCom group combined financial statements referred to above present
fairly, in all material respects, the combined financial position of the WorldCom group as of
December 31, 2000 and 2001, and the results of its operations and its cash flows for each of the years
in the three-year period ended December 31, 2001, in conformity with accounting principles generally
accepted in the United States.

As discussed in Note 1 to the combined financial statements, effective January 1, 2000, the
WorldCom group changed its method of accounting for certain activation and installation fee revenues
and expenses.

The WorldCom group is a fully integrated business of WorldCom, Inc. Accordingly, as described in
Note 1, the WorldCom group’s combined financial statements have been derived from the consolidated
financial statements and accounting records of WorldCom, Inc. and, therefore, reflect certain
assumptions and allocations. As more fully discussed in Note 1, the combined financial statements of
the WorldCom group should be read in conjunction with the audited consolidated statements of
WorldCom, Inc.

ARTHUR ANDERSEN LLP

Jackson, Mississippi
March 7, 2002
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WORLDCOM GROUP (an integrated business of WorldCom, Inc.)

COMBINED BALANCE SHEETS
(In Millions)

ASSETS
Current assets:

Cash and cash equivalents . ............. ... .. ..
Accounts receivable, net of allowance for bad debts of $1,018 in 2000 and $693
N 2000 .. e
Deferred tax asset . . . ..ottt e
Other CUITent aSSelS. . . v v v vttt e e e et e e e e e e
Receivable from MCI group, net . .............. ... ...

Total CUITent @SSeS . . o . v vttt e e e e e e e e

Property and equipment:

Transmission €qUIPMENTt . . . . o .o vttt e e e e e e e e
Communications eqUipmMent . . . .. ... v ittt
Furniture, fixtures and other. . . ....... ... ... .. . .. . .
Construction in ProgresS . . .. ..o vi vttt it e

Accumulated depreciation . ... ... ...

Goodwill and other intangible assets .. ............. ...
Long-term receivable from MCI group, net ........... ... ... ... ...

Other aSSEtS . . v vttt e e e e

LIABILITIES AND SHAREHOLDERS’ INVESTMENT
Current liabilities:

Short-term debt and current maturities of long-term debt. . .. ..............
Accrued INtEIest . . .. .. o
Accounts payable and accrued line costs . . ......... .. .. o
Other current liabilities . .......... .. e

Total current liabilities . . . . . . . . oo

Long-term liabilities, less current portion:

Long-term debt . . . ... .. .
Deferred tax liability ... ... ... ...
Other liabilities . . . . . .. o e

Total long-term liabilities . ............ .. . .. . . ..

Commitments and contingencies
MINOTity INTETESES . . . v o ot e e e e e e e e e e e e
Company obligated mandatorily redeemable and other preferred securities. . . . . ..

Allocated net wWorth . . .. .. .. .. . e

December 31,

2000 2001
$ 720 $ 1,409
4980 3,734
131 241
1,612 1,895
649 900
8,092 8,179
19,883 23,369
5873 5434
8,666 10,583
6,727 5,576
41,149 44,962
(5972)  (8,170)
35177 36,792
36,685 40,818
976 976
4963 5,136
$85,893  $91,901
$ 7200 $ 172
338 507
3584 2,751
3,091 2,485
14213 5915
11,696 24,533
2,683 3,196
965 546
15344 28275
2,592 101
798 1,993
52,946 55,617
$85,893  $91,901

The accompanying notes are an integral part of these combined statements.
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WORLDCOM GROUP (an integrated business of WorldCom, Inc.)

COMBINED STATEMENTS OF OPERATIONS
(In Millions)

For the Years Ended December 31,

1999 2000 2001

REVENUES . . o o oottt e e e e $19,736  $22,755  $21,348
Operating expenses:

Line CoStS . . . oo e 7,905 8,745 8,120

Selling, general and administrative . . .. .................... 4,195 5,689 6,058

Depreciation and amortization. . . ........................ 3,013 3,280 4,121

Other charges . . . ... e 8) — —

Total. ..o 15,105 17,714 18,299

Operating iNCOME . . . .o vttt e e e e e e e i e e e 4,631 5,041 3,049
Other income (expense):

INEIeSt EXPENSE . . . v v v v et e e e e e (460) (458) (1,029)

Miscellaneous . . . . . . ..ot 237 385 412
Income before income taxes, minority interests and cumulative effect

of accounting change . ........ ... . ... . ... ... . .. .. 4,408 4,968 2,432
Provision for incCome taxes . . ... ... ..., 1,856 1,990 943
Income before minority interests and cumulative effect of accounting

change . . . ... 2,552 2,978 1,489
Minority interests . . . . . vttt (186) (305) 35
Income before cumulative effect of accounting change . .......... 2,366 2,673 1,524
Cumulative effect of accounting change (net of income tax of $43 in

2000) .« . — (75) —
Net income before distributions on mandatorily redeemable

preferred SECUrities . . . ... .o v i 2,366 2,598 1,524
Distributions on mandatorily redeemable preferred securities and

other preferred dividend requirements . . ................... 72 65 117
NEt INCOME . . vttt e e e e e e e $ 2,294 $ 2,533 $ 1,407

The accompanying notes are an integral part of these combined statements.
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WORLDCOM GROUP (an integrated business of WorldCom, Inc.)
COMBINED STATEMENTS OF ALLOCATED NET WORTH
For the Three Years Ended December 31, 2001
(In Millions)

Foreign

Unrealized Currency
Attributed Holding Translation  Allocated
Capital Gain (Loss) Adjustment Net Worth

Balances, December 31, 1998 . ... ... ... ... .. .. ... . ... $42,197 $ 122 $ (28) $42,291
Funds attributed from WorldCom, Inc.. . ... ............... 1,935 — — 1,935
Advances from MCI group, net. . . ........... ... ....... 2,097 — — 2,097

Other comprehensive income (net of taxes and reclassifications):
Net income before distributions on mandatorily redeemable

preferred securities . .. ....... ... o 2,366 — — 2,366
Distributions on mandatorily redeemable preferred securities and
other preferred dividend requirements . ................. (72) — — (72)
Net change in unrealized holding gain on marketable equity
SECUTTHIES . v v vttt e e — 453 — 453
Foreign currency adjustment. . .. ......... ... ... — — (332) (332)
Total comprehensive income . . .. ............... 2,415
Balances, December 31,1999 . . ... ... ... ... . .. ... . . ... 48,523 575 (360) 48,738
Funds attributed from WorldCom, Inc.. . ... ............... 770 — — 770
Advances from MCI group, net. . . ........... .. ......... 1,592 — — 1,592

Other comprehensive income (net of taxes and reclassifications):
Net income before distributions on mandatorily redeemable

preferred securities . .. .. ... ... ... 2,598 — — 2,598
Distributions on mandatorily redeemable preferred securities and
other preferred dividend requirements . ................. (65) — — (65)
Net change in unrealized holding gain on marketable equity
SECUTTHIES .« o v vt e e et e e e — (230) — (230)
Foreign currency adjustment. . . . ................ .. ... .. — — (457) (457)
Total comprehensive income . . .. ............... 1,846
Balances, December 31,2000 . .. ........ ... .. .. ... .... 53,418 345 (817) 52,946
Deconsolidation of Embratel .. ........................ 2) — 335 333
Funds attributed from WorldCom, Inc.. ... ................ 1,422 — — 1,422
Advances to MCI group, net . . ............c.ouueneno... (15) — — (15)

Other comprehensive income (net of taxes and reclassifications):
Net income before distributions on mandatorily redeemable

preferred securities . .. .. ... ... ... 1,524 — — 1,524
Distributions on mandatorily redeemable preferred securities and

other preferred dividend requirements .. ................ (117) — — 117)
Derivative financial instruments:

Cumulative effect of adoption of SFAS 133 as of January 1, 2001 — 28 — 28

Reclassification of derivative financial instruments to current

CATTINGS . o o vttt ettt e e — (110) — (110)
Change in fair value of derivative financial instruments . . .. ... — 82 — 82

Net change in unrealized holding gain (loss) on marketable equity

SECUTILIES . v v v v e e e et e e e e — (396) — (396)
Foreign currency adjustment . . . .. ........... ... — — (80) (80)
Total comprehensive income . . .. ............... 931

Balances, December 31,2001 .. ........... ... ......... $56,230 $ (51) $(562) $55,617

The accompanying notes are an integral part of these combined statements.

F-53



WORLDCOM GROUP (an integrated business of WorldCom, Inc.)

COMBINED STATEMENTS OF CASH FLOWS

(In Millions)

Cash flows from operating activities:
Net income before distributions on mandatorily redeemable preferred securities .
Adjustments to reconcile net income before distributions on mandatorily
redeemable preferred securities to net cash provided by operating activities:
Cumulative effect of accounting change . .. ......................
MInority iNterests . . . . o v vt e e e
In-process research and development and other charges . .. ...........
Depreciation and amortization . .. ........... ... .. ...
Provision for deferred income taxes . . .. .. ........ .. .. . ..
Change in assets and liabilities, net of effect of business combinations:
Accounts receivable, net . . . .. ...
Receivable from MCI group, net . . ........... .. ... .. ........
Accounts payable and other current liabilities . ..................
Other Current assets . . . . ..o v vttt e
All other operating activities . . . . .. ... ... . i

Net cash provided by operating activities . . ............ .. ...........

Cash flows from investing activities:
Capital expenditures . . . . . ...t e
Acquisitions and related costs . ... ... ..
Increase in intangible assets. . . .. ... ... .
Decrease in other liabilities . . . ... ... ... .. .. . . L
All other investing activities . . . . . . .. .. ot

Net cash used in investing activities . . .. .. ....... ...,

Cash flows from financing activities:

Principal borrowings (repayments) on debt, net . ....................

Attributed stock activity of WorldCom, Inc. .. ...... ... ... ... .. ... ...

Distributions on mandatorily redeemable and other preferred securities and
dividends paid on other equity securities . ............... .. ... ...

Redemptions of preferred stock . .. ....... ... .. .. .. . ...

Advances (to) from MCI group, net . ... ...t en..

All other financing activities . .. .. .. ... ... ...t

Net cash provided by financing activities . . . .. ........ .. ... .........
Effect of exchange rate changesoncash . ............ .. ... ... ......

Net increase (decrease) in cash and cash equivalents . ..................
Cash and cash equivalents at beginning of period. . . ... ................
Deconsolidation of Embratel. . . .. .. ... ... .. ... .. . . .

Cash and cash equivalents at end of period . . ... ...... ... ... .......

For the Years Ended December 31,

1999 2000 2001
$2366 $ 2598  $ 1,524
186 305 (35)
®) — —
3,013 3,280 4,121
2,510 1,410 1,131
(611) (1,300) 104
(555) (649) (251)
746 624 (200)
119 (582) 104
(414) (431) 107
7,352 5,330 6,605
(7.929)  (10,984)  (7.619)
(786) (14) (206)
(389) (771) (367)
(565) (823) (351)
1,624 (1,020) (275)
(8.045)  (13,612)  (8.818)
(2,894) 6,377 3,526
886 585 124
(72) (65) (83)
— (190) (200)
2,097 1,592 (15)
— (84) 272)
17 8,215 3,080
(221) (19) 38
(897) (86) 905
1,703 806 720
— — (216)
$ 806 $ 720 $ 1,409

The accompanying notes are an integral part of these combined statements.
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(1) The Company and Significant Accounting Policies—
Description of Business and Organization:

Organized in 1983, WorldCom, Inc., a Georgia corporation, provides a broad range of
communications services to both U.S. and non-U.S. based businesses and consumers. We are a global
communications company utilizing a strategy based on being able to provide service through our own
facilities throughout the world instead of being restricted to a particular geographic location. We call
this our “on-net” strategy. The on-net approach allows our customers to send data or voice
communications across town, across the U.S., or to any of our networks in Europe or Asia, often
without ever leaving our networks. The on-net approach provides our customers with superior reliability
and low operating costs. Our core business is communications services, which includes voice, data,
Internet and international services. We serve as a holding company for our subsidiaries’ operations.
References herein to WorldCom, “we,” “our,” or “us” include WorldCom, Inc. and its subsidiaries,
unless the context otherwise requires.

Basis of Combination and Presentation:

On June 7, 2001, our shareholders approved a recapitalization involving the creation of two
separately traded tracking stocks:

* WorldCom group stock, which is intended to reflect the performance of our data, Internet,
international and commercial voice businesses and is quoted on The Nasdaq National Market
under the trading symbol “WCOM?”, and

* MCI group stock, which is intended to reflect the performance of our consumer, small business,
wholesale long distance voice and data, wireless messaging and dial-up Internet access businesses
and is quoted on The Nasdaq National Market under the trading symbol “MCIT”.

In connection with the recapitalization, we amended our articles of incorporation to replace our
existing common stock with two new series of common stock that are intended to reflect, or track, the
performance of the businesses attributed to the WorldCom group and the MCI group. Effective with
the recapitalization on June 7, 2001, each share of our existing common stock was changed into one
share of WorldCom group stock and Y25 of a share of MCI group stock.

A tracking stock is a separate class of a company’s common stock intended to provide a return to
investors based upon the financial performance of a distinct business unit of the company, sometimes
referred to as the targeted business. These targeted businesses are collections of businesses that we
have grouped together in order for us to issue WorldCom group stock and MCI group stock. The
ownership of the targeted business does not change, and while each of the classes of stock trade
separately, all shareholders are common shareholders of a single company, WorldCom, and are subject
to all risks of an investment in WorldCom as a whole.

During the second quarter of 2001, we declared the initial quarterly dividend for the MCI group
stock. A cash dividend of $0.60 per share of MCI group stock, or approximately $70 million in the
aggregate, was paid on October 15, 2001 to shareholders of record as of the close of business on
September 28, 2001. Dividends of $0.60 per share of MCI group stock were also declared in the third
and fourth quarters of 2001, which have been or will be paid in 2002.

The MCI group was initially allocated notional debt of $6 billion and our remaining debt was
allocated on a notional basis to the WorldCom group. We intend, for so long as the WorldCom group
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stock and the MCI group stock remains outstanding, to include in our filings under the Securities
Exchange Act of 1934, as amended, the combined financial statements of each of the WorldCom group
and the MCI group. These combined financial statements will be prepared in accordance with
accounting principles generally accepted in the United States, and in the case of annual financial
statements, will be audited. These combined financial statements are not legally required under current
law or SEC regulations.

Voting rights of the holders of the WorldCom group stock and the MCI group stock are prorated
based on the relative market values of WorldCom group stock and MCI group stock. We will conduct
shareholder meetings that encompass all holders of voting stock. The WorldCom group and the MCI
group shareholders will vote together as a single class on all matters brought to a vote of shareholders,
including the election of our directors.

Our board of directors may at any time convert each outstanding share of MCI group stock into
shares of WorldCom group stock at 110% of the relative trading value of MCI group stock for the 20
days prior to the announcement of the conversion. No premium will be paid on a conversion that
occurs after June 7, 2004.

If all or substantially all of the WorldCom group or MCI group assets are sold, either: (i) the
relevant shareholders will receive a distribution equal to the fair value of the net proceeds of the sale,
either by special dividend or by redemption of shares; or (ii) each outstanding share of MCI group
stock will be converted into shares of WorldCom group stock at 110% or 100% of the relative trading
value of MCI group stock for a 10 trading day period following the sale.

Intergroup Allocation Policies:
Tracking Stock Policy Statement

Our board of directors has fiduciary duties to all shareholders of WorldCom, and no independent
fiduciary duties to the holders of WorldCom group stock and MCI group stock. Our board of directors
has adopted a policy statement regarding the WorldCom group and the MCI group matters. Our board
of directors or any special committee appointed by our board of directors, may, without shareholder
approval, change the policies set forth in our policy statement. Our board of directors or any special
committee appointed by our board of directors also may, without shareholder approval, adopt
additional policies or make exceptions with respect to the application of the policies described in our
policy statement in connection with particular facts and circumstances, all as they may determine to be
in the best interests of WorldCom. The material provisions of the policy statement are as follows:

General Policy. The policy statement provides that all material matters as to which the holders of
WorldCom group stock and MCI group stock may have potentially divergent interests will be resolved
in a manner that our board of directors or any special committee appointed by our board of directors
determines to be in the best interests of WorldCom as a whole, after giving due consideration to the
potentially divergent interests and all other interests of the holders of the separate series of common
stock of WorldCom that our board of directors or any special committee, as the case may be, deems
relevant. The policy statement provides that we will manage the businesses in the WorldCom group and
the MCI group in a manner intended to maximize the operations, assets and values of both groups, and
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with complementary deployment of personnel, capital and facilities, consistent with their respective
business objectives.

Under this policy statement, all material transactions which are determined by our board of
directors to be in the ordinary course of business between the WorldCom group and the MCI group,
except for those described in the paragraphs below, are intended to be on terms consistent with terms
that would be applicable to arm’s-length dealings with unrelated third parties.

Cash Management. Decisions regarding the investment of surplus cash, the issuance and
retirement of debt, and the issuance and repurchase of common and preferred stock will continue to be
made by WorldCom management on behalf of the groups. Under this centralized cash management
system, the MCI group will generally not be allocated any cash balances.

Corporate Allocations

Corporate allocations have been attributed and/or allocated to the WorldCom group or the MCI
group based upon identification of such services specifically benefiting each group. Such corporate
allocations may change at our discretion and do not require shareholder approval. Management
believes that the allocation methodologies applied are reasonable and these methods have been
consistently applied for all periods presented. However, it is not practical to determine whether the
allocated amounts represent amounts that would have been incurred on a stand alone basis.
Explanations of the composition and the method of allocation for such items are described below.

Shared Corporate Services. We have directly charged specifically identifiable costs to the
WorldCom group and the MCI group. Where determinations based on specific usage alone were
impracticable, we used other allocation methods that we believe are fair, including methods based on
factors such as the number of employees and total line costs or revenues generated by each group. For
the years ended December 31, 1999, 2000 and 2001, the WorldCom group was allocated $1.6 billion,
$2.0 billion and $2.0 billion of these costs, respectively.

Commercial Inter-Group Transactions. The MCI group is allocated a proportion, based on usage,
of our fiber optic system costs for use of the fiber optic systems, which are attributed to the WorldCom
group and the WorldCom group is allocated a corresponding decrease to depreciation expense which
totaled $189 million, $373 million and $360 million for the years ended December 31, 1999, 2000 and
2001, respectively. In addition, the WorldCom group is allocated a proportion, based on usage, of our
switching costs for use of the business voice switched services, which are attributed to the MCI group.
For the years ended December 31, 1999, 2000 and 2001, switching costs allocated to the WorldCom
group were $64 million, $87 million and $101 million, respectively. Additionally, the MCI group is
allocated a proportionate share of costs associated with buildings, furniture and fixtures attributed to
the WorldCom group, and is also allocated costs for use of the MCI tradenames as discussed below.
The WorldCom group is allocated a corresponding decrease to depreciation and amortization expense.
For the years ended December 31, 1999, 2000 and 2001, these allocated costs totaled $331 million, $254
million and $360 million, respectively.

All other material commercial transactions in the ordinary course of business between the groups
are intended, to the extent practicable, to be on terms consistent with terms that would be applicable to
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arm’s-length dealings with unrelated third parties and will be subject to the review and approval of our
board of directors or any special committee. Neither group is under any obligation to use services
provided by the other group, and each group may use services provided by a competitor of the other
group if our board of directors or any special committee determines it is in the best interests of
WorldCom as a whole.

Allocation of Intangible Assets. Intangible assets consist of the excess consideration paid over the
fair value of net tangible assets acquired by us in business combinations accounted for under the
purchase method and include goodwill, channel rights, developed technology and tradenames. These
assets have been attributed to the respective groups based on specific identification and where acquired
companies have been divided between the WorldCom group and the MCI group, the intangible assets
have been attributed based on the respective fair values at the date of purchase of the related
operations attributed to each group. Management believes that this method of allocation is equitable
and provides a reasonable estimate of the intangible assets attributable to the WorldCom group and the
MCI group.

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense for the use
of the MCI tradenames for the next four years based on the following fee schedule:

2002 L $30.0 million
2003: L $35.0 million
2004: . e $40.0 million
2005 $45.0 million

Any renewal or termination of use of the MCI tradename by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, depreciation and amortization expense associated with
the MCI tradenames allocated to the WorldCom group was decreased by $27.5 million per annum for
use of the MCI tradenames by the MCI group.

Financing Arrangements. As of January 1, 1999, $6.0 billion of our outstanding debt was notionally
allocated to the MCI group and the remainder of our debt was notionally allocated to the WorldCom
group. Our debt was allocated between the WorldCom group and the MCI group based upon a number
of factors including estimated future cash flows and the ability to pay debt service and dividends of
each of the groups. In addition, management considered certain measures of creditworthiness, such as
coverage ratios and various tests of liquidity, in the allocation process. Our management believes that
the initial allocation was equitable and supportable by both the WorldCom group and the MCI group.
The debt allocated to the MCI group bears interest at a rate indicative of the rate at which the MCI
group would borrow from third parties if it was a wholly owned subsidiary of WorldCom but did not
have the benefit of any guarantee by WorldCom. Interest rates are calculated on a quarterly basis. Debt
allocated to the MCI group bears an interest rate equal to the weighted-average interest rate, excluding
capitalized interest, of WorldCom debt plus 1%4 percent. Interest allocated to the WorldCom group
reflects the difference between our actual interest expense and the interest expense charged to the MCI

F-58



WorldCom Group (an integrated business of WorldCom, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)

group. Subsequent to the recapitalization, each group’s allocated debt increases or decreases by the
amount of any net cash generated by, or required to fund, the group’s operating activities, investing
activities, dividend payments, share repurchases and other financing activities.

As of December 31, 2001, our receivables purchase program consisted of a $3.7 billion pool of
receivables in which the purchaser owned an undivided interest, including the $2.0 billion sold, of which
$2.8 billion and $1.7 billion relate to the WorldCom group, respectively. The receivables sold were
assigned based on specific identification where practical, or allocated based on total revenues. Our
management believes that this method of allocation is equitable and provides a reasonable estimate of
the receivables attributable to the groups.

Embratel Deconsolidation:

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel Participacoes S.A., or Embratel. The restructuring included the resignation of
certain Embratel board of directors seats, the irrevocable obligation to vote a portion of our common
shares in a specified manner and the transfer of certain economic rights associated with such shares to
an unrelated third party. Based on these actions, the accounting principles generally accepted in the
United States prohibit the continued consolidation of Embratel’s results. Accordingly, we have
deconsolidated Embratel’s results effective January 1, 2001.

As of December 31, 2001, our carrying value for our 19.3% ownership interest in Embratel was
$992 million which is included in the other assets in the accompanying combined financial statements.
Our equity in Embratel’s loss for 2001 is included in miscellaneous income/(expense) in the
accompanying combined financial statements. Our investment in Embratel has been allocated to the
WorldCom group.

Fair Value of Financial Instruments:

See Note 1 to our consolidated financial statements for additional fair value descriptions.

Cash and Cash Equivalents:

We consider cash in banks and short-term investments with original maturities of three months or
less as cash and cash equivalents.
Property and Equipment:

Property and equipment are stated at cost. Depreciation is provided for financial reporting
purposes using the straight-line method over the following estimated useful lives:

Transmission equipment (including conduit) ................... 4 to 40 years
Communications equipment . . . .. ... i 5 to 10 years
Furniture, fixtures, buildings and other . .. ........ ... ... .... 4 to 39 years

We evaluate the recoverability of property and equipment when events and circumstances indicate
that such assets might be impaired. We determine impairment by comparing the undiscounted future
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cash flows estimated to be generated by these assets to their respective carrying amounts. In the event
an impairment exists on property and equipment attributed to the WorldCom group, a loss will be
recognized by the WorldCom group based on the amount by which the carrying value exceeds the fair
value of the asset. If quoted market prices for an asset are not available, fair market value is
determined primarily using the anticipated cash flows discounted at a rate commensurate with the risk
involved. Losses on property and equipment to be disposed of are determined in a similar manner,
except that fair market values are reduced for the cost to dispose.

Maintenance and repairs are expensed as incurred. Replacements and betterments are capitalized.
The cost and related reserves of assets sold or retired are removed from the accounts, and any
resulting gain or loss is reflected in results of operations.

We construct certain of our own transmission systems and related facilities. Internal costs directly
related to the construction of such facilities, including interest and salaries of certain employees, are
capitalized. Such internal costs were $625 million ($339 million in interest), $842 million ($495 million
in interest) and $858 million ($498 million in interest) in 1999, 2000 and 2001, respectively, and have
been allocated to the WorldCom group.

Goodwill and Other Intangible Assets:

The major classes of intangible assets attributed to the WorldCom group as of December 31, 2000
and 2001 are summarized below (in millions):

Amortization Period 2000 2001

Goodwill .. ... ... ... ... 5 to 40 years $35,596  $40,551
Tradenames . ................0ouu... 40 years 1,100 1,112
Developed technology . . . ............... 5 to 10 years 1,590 1,590
Other intangibles . .................... 5 to 10 years 2,665 3,414

40,951 46,667
Less: accumulated amortization . . ......... (4,266)  (5,849)
Goodwill and other intangible assets, net . . . . $36,685 $40,818

Intangible assets are amortized using the straight-line method for the periods noted above.

Goodwill is recognized for the excess of the purchase price of the various business combinations
over the value of the identifiable net tangible and intangible assets acquired. Realization of acquisition-
related intangibles, including goodwill, is periodically assessed by our management based on the current
and expected future profitability and cash flows of acquired companies and their contribution to the
overall operations of the WorldCom group.

Also included in other intangibles are costs incurred to develop software for internal use. Such
costs were $354 million, $765 million and $364 million for the years ended December 31, 1999, 2000
and 2001, respectively.
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Investments in Marketable Equity Securities:

Investments in marketable equity securities are classified as available-for-sale securities and
reported at fair value. Unrealized holding gains and losses, net of taxes, are reflected as a component
of allocated net worth in the accompanying combined financial statements. See Note 3 to our
consolidated financial statements for additional investment disclosures.

Foreign Currency Translation:

Assets and liabilities recorded in foreign currencies are translated at the exchange rate as of the
balance sheet date. Translation adjustments are recorded as a separate component of allocated net
worth. All revenue and expense accounts are translated at a weighted-average of exchange rates in
effect during the period. Transaction gains and losses that arise from exchange rate fluctuations on
transactions denominated in a currency other than the functional currency are included in the results of
operations as incurred. The accompanying combined statements of operations include foreign currency
transaction losses, after elimination of minority interests, of $36 million and $38 million for the years
ended December 31, 1999 and 2000, respectively, and foreign currency transaction gains of $9 million
for the year ended December 31, 2001.

Recognition of Revenues:

The WorldCom group records revenues for telecommunications services at the time of customer
usage. Service activation and installation fees are amortized over the average customer contract life.

Accounting for International Long Distance Traffic and Other:

The WorldCom group enters into operating agreements with telecommunications carriers in
foreign countries under which international long distance traffic is both delivered and received. The
terms of most switched voice operating agreements, as well as established FCC policy, require that
inbound switched voice traffic from the foreign carrier to the United States be routed to United States
international carriers, like the WorldCom group, in proportion to the percentage of United States
outbound traffic routed by that United States international carrier to the foreign carrier. Mutually
exchanged traffic between the WorldCom group and foreign carriers is settled in cash through a formal
settlement policy that generally extends over a six-month period at an agreed upon settlement rate.
International settlements are treated as an offset to line costs. This reflects the way in which the
business is operated because the WorldCom group actually settles in cash through a formal net
settlement process that is inherent in the operating agreements with foreign carriers.

Reciprocal compensation represents a reimbursement of costs for call termination performed on
behalf of other carriers’ customers and is determined contractually based on fixed rate per minute
charges to those carriers. As such, we have determined that it is more appropriate to reflect this
reimbursement of our cost as an offset to cost of sales rather than reporting this reimbursement on a
gross basis as revenues. During the years ended December 31, 1999, 2000 and 2001, reciprocal
compensation recorded by the WorldCom group was $395 million, $400 million and $248 million,
respectively.
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Derivative Financial Instruments:

Effective January 1, 2001, we adopted SFAS No. 133. This statement establishes accounting and
reporting standards requiring that derivative instruments (including certain derivative instruments
embedded in other contracts) be recorded in the balance sheet as either an asset or liability measured
at fair value. As of January 1, 2001, our exposure to derivative financial instruments primarily consisted
of option collar transactions designated as cash flow hedges of anticipated sales of an equity
investment, which we maintain to minimize the impact of adverse changes in the market price of the
related equity investment. The initial adoption of SFAS No. 133 provided a net transition gain from our
designated cash flow hedges resulting in an increase in other comprehensive income of approximately
$28 million. During 2001, shares of the hedged equity investment were sold and we reclassified
respective hedging gains of $110 million from accumulated comprehensive income to miscellaneous
income. As of December 31, 2001, we maintain no derivative financial instruments. No amounts were
reclassified to earnings resulting from any ineffective portion of the designated derivative hedges or
from the discontinuance of designation of any cash flow hedges. All of our derivative instrument
activity was attributed to the WorldCom group.

Cumulative Effect of Accounting Change:

During the fourth quarter of 2000, the WorldCom group implemented SAB 101, which requires
certain activation and installation fee revenues to be amortized over the average life of the related
service rather than be recognized immediately. Costs directly related to these revenues may also be
deferred and amortized over the customer contract life. As required by SAB 101, the WorldCom group
retroactively adopted this accounting effective January 1, 2000, which resulted in a one-time expense of
$75 million, net of income tax benefit of $43 million. The pro forma effect of adopting SAB 101 on
periods prior to January 1, 2000 was not material to the WorldCom group’s financial position or results
of operations.

Income Taxes:

The federal and state income tax liabilities incurred by WorldCom and which are determined on a
consolidated, combined, or unitary basis are allocated between the WorldCom group and the MCI
group in accordance with our policy statement. The income tax expense or benefit for each group and
the balance sheet allocation of the expense is based on a comparison of our tax expense with the
hypothetical tax expense or benefit of the MCI group. The tax expense or benefit allocable to the MCI
group is the amount that the MCI group would have incurred if it had filed tax returns as a separate
taxpayer and the tax expense allocable to the WorldCom group is the excess, if any, of our tax expense
over the tax expense or benefit allocable to the MCI group. Tax benefits that cannot be used by a
group generating those benefits but can be used on a consolidated basis are credited to the group that
generated those benefits. Had the WorldCom group and the MCI group filed separate tax returns, the
provision for income taxes and net income for each group would not have significantly differed from
the amounts reported on the group’s combined statements of operations for the years ended December
31, 1999, 2000 and 2001. However, the amounts of current and deferred taxes and taxes payable or
refundable attributed to each group on the historical financial statements may differ from those that
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would have been allocated had the WorldCom group or the MCI group filed separate income tax
returns.

Deferred tax assets and liabilities are based on temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and their respective tax bases, and the
impact of available net operating loss, or NOL, carryforwards. Valuation allowances have been recorded
to reduce the deferred tax asset to the amount more likely than not to be realized.

Earnings Per Share:

Our consolidated financial statements present basic and diluted earnings (loss) per share for
WorldCom group stock and MCI group stock using the two-class method. The two-class method is an
earnings formula that determines the attributed earnings (loss) per share for WorldCom group stock
and MCI group stock according to participation rights in undistributed earnings. The combined
financial statements of the WorldCom group do not present earnings per share because WorldCom
group stock is a series of our common stock, and the WorldCom group is not a legal entity with a
capital structure.

For purposes of our consolidated financial statements, basic earnings per share attributed to
WorldCom group stock is computed by dividing attributed net income for the period by the number of
weighted-average shares of WorldCom group stock then outstanding. Diluted earnings per share
attributed to WorldCom group stock is computed by dividing attributed net income for the period by
the weighted-average number of shares of WorldCom group stock outstanding, including the dilutive
effect of WorldCom group stock equivalents.

Concentration of Credit Risk:

A portion of the WorldCom group’s revenues is derived from services provided to other
telecommunications service providers. As a result, the WorldCom group has some concentration of
credit risk among its customer base. The WorldCom group performs ongoing credit evaluations of its
larger customers’ financial condition and, at times, requires collateral from its customers to support its
receivables, usually in the form of assignment of its customers’ receivables to the WorldCom group in
the event of nonpayment.

Recently Issued Accounting Standards:

In June 2001, the FASB issued SFAS No. 141 “Business Combinations” and SFAS No. 142
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after
June 30, 2001, which includes the Intermedia merger, to be accounted for using the purchase method
of accounting and broadens the criteria for recording intangible assets separate from goodwill.
Recorded goodwill and intangibles will be evaluated against this new criteria and may result in certain
intangibles being subsumed into goodwill, or alternatively, amounts initially recorded as goodwill may
be separately identified and recognized apart from goodwill. Under the new rules, goodwill and
intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to
annual impairment tests. The statement includes provisions for the identification of reporting units for
purposes of assessing potential future impairments of goodwill. Upon adoption, we stopped amortizing
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intangible assets with indefinite useful lives, including goodwill and tradenames. Based on current levels
of such assets, this will reduce amortization expense by approximately $1.0 billion annually at the
WorldCom group. Additionally, we are conducting impairment reviews of all intangible assets with
indefinite useful lives and we expect to complete this assessment no later than the second quarter of
2002, in accordance with the provisions of SFAS No. 142. Based on our preliminary analyses, we
estimate that as a result of the adoption of SFAS No. 142 we will reduce goodwill by approximately $14
to $19 billion for the WorldCom group.

In June 2001, the FASB issued SFAS No. 143 “Asset Retirement Obligations,” which establishes
new accounting and reporting standards for legal obligations associated with retiring assets. The fair
value of a liability for an asset retirement obligation must be recorded in the period in which it is
incurred, with the cost capitalized as part of the related long-lived assets and depreciated over the
asset’s useful life. Changes in the liability resulting from the passage of time will be recognized as
operating expenses. SFAS No. 143 must be adopted by 2003. We have not yet quantified the impact of
adopting SFAS No. 143 on our consolidated results of operations or financial position.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of
Long-Lived Assets,” which supercedes both SFAS No. 121 “Accounting for the Impairment of Long-
Lived Assets for Long-Lived Assets to be Disposed Of,” and the accounting and reporting provisions
for the disposal of a segment of a business contained in APB Opinion No. 30, “Reporting the Results
of Operations—Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions.” SFAS No. 144 establishes a single
accounting model for long-lived assets to be disposed of by sale and broadens the presentation of
discontinued operations. The provisions of SFAS No. 144 are effective beginning in 2002 and are not
expected to have a material impact on our consolidated results of operations or financial position.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States, or GAAP, requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and revenues and expenses during the period reported. Actual results
could differ from those estimates. Estimates are used when accounting for allowance for doubtful
accounts, revenue reserves, depreciation and amortization, taxes and contingencies.

(2) Business Combinations—

We have acquired other telecommunications companies offering similar or complementary services
to those offered by us. These acquisitions have been accomplished through the purchase of the
outstanding stock or assets of the acquired entity for cash, notes, shares of our common stock, or a
combination thereof. The cash portion of acquisition costs has generally been financed through our
bank credit facilities.

On July 1, 2001, we acquired Intermedia Communications Inc. for approximately $5.8 billion,
including assumed long-term debt, pursuant to the merger of a wholly owned subsidiary with and into
Intermedia, with Intermedia continuing as the surviving corporation and as a subsidiary of WorldCom.
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As a result of the Intermedia merger, we acquired a controlling interest in Digex, Incorporated, or
Digex, a provider of managed Web and application hosting services. In connection with the Intermedia
merger, stockholders of Intermedia received one share of WorldCom group stock (or 57.1 million
WorldCom group shares in the aggregate) and 1/25th of a share of MCI group stock (or 2.3 million
MCI group shares in the aggregate) for each share of Intermedia common stock they owned. Holders
of Intermedia preferred stock, other than Intermedia’s 13.5% Series B Redeemable Exchangeable
Preferred Stock due 2009, or Intermedia Series B Preferred Stock, received one share of a class or
series of our preferred stock, with substantially identical terms, which were established upon
consummation of the Intermedia merger. As a result of the merger with Intermedia, we own
approximately 90% of the voting securities of Intermedia.

Upon effectiveness of the merger with Intermedia, the then outstanding and unexercised options
for shares of Intermedia common stock were converted into options exercisable for an aggregate of
approximately 10 million shares of WorldCom group stock having the same terms and conditions as the
Intermedia options, except that the exercise price and the number of shares issuable upon exercise
were divided and multiplied, respectively, by 1.0319. The merger with Intermedia was accounted for as
a purchase and was allocated to the WorldCom group.

The purchase price in the Intermedia merger was allocated based on appraised fair values at the
date of acquisition. This resulted in an excess purchase price over net assets acquired of $5.1 billion of
which $67 million was allocated to customer lists, which will be amortized over approximately four
years on a straight-line basis. The remaining excess of $5.0 billion has been allocated to goodwill and
tradename which are not subject to amortization and the goodwill is not expected to be deductible for
tax purposes.

In connection with the Intermedia merger, the Antitrust Division of the Department of Justice
required us to dispose of Intermedia’s Internet service provider business, which provided integrated
Internet connectivity solutions, and effective December 1, 2001, we sold substantially all of the Internet
related assets for approximately $12 million. In addition to this required divestiture, we also committed
to a plan to sell Intermedia’s Advanced Building Network business, which provides centralized
telecommunications services in multi-tenant commercial office buildings, and the systems integration
business through which Intermedia sells, installs, operates and maintains business telephony customer
premise equipment for its customers. We included the appraised fair values of these assets to be
disposed of in our initial allocation of the Intermedia purchase price and also included accrued
anticipated losses expected to be incurred through disposal date. Any difference between the actual
results of operations and the amounts accrued will result in an adjustment of goodwill unless there is a
difference resulting from a post-merger event. For the year ended December 31, 2001, operating losses
for these assets to be disposed of were approximately $41 million, before corporate allocations. We
anticipate that we will complete the planned disposals of the remaining identified businesses before the
third quarter of 2002.

During 1999, 2000 and 2001, we recorded other liabilities of $582 million, $29 million and $254
million, respectively, related to estimated costs of unfavorable commitments of acquired entities, and
other non-recurring costs arising from various acquisitions and mergers. At December 31, 1999, 2000
and 2001, other liabilities attributed to the WorldCom group related to these and previously recorded
accruals totaled $1.6 billion, $832 million and $764 million, respectively.
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(3) Long-Term Debt—
Our outstanding debt as of December 31, 2000 and 2001 consists of the following (in millions):

2000 2001
Commercial paper and credit facilities . . . ................. $3629 § —
Floating rate notes due 2001 through 2002. ................ 1,560 60
7.88% - 8.25% Notes Due 2003-2010 . . . . ...t 3,500 3,500
7.38% Notes Due 2006-2011 . ... ... it 2,000 2,000
6.13% - 6.95% Notes Due 2001-2028 . . . .. ... .. ... ... .. 6,100 4,600
7.13% - 7.75% Notes Due 2004-2027 . . . ... .. oo 2,000 2,000
8.88% Senior Notes Due 2006. . . . ...... ... ... 672 —
7.13% - 8.25% Senior Debentures Due 2023-2027 ........... 1,436 1,434
6.13% - 7.50% Senior Notes Due 2004-2012 . .............. 1,934 1,925
6.50% - 8.25% Notes Due 2004-2031 ... .................. — 11,939
Intermedia 11.25%-12.25% Senior Discount Notes Due
2007-2009 . . oo — 643
Intermedia 8.50%-9.50% Senior Notes Due 2007-2009 ... .. ... — 581
Capital lease obligations (maturing through 2017) ........... 413 953
Embratel debt . . ... ... ... . .. .. 1,134 —
Other debt (maturing through 2008) ..................... 518 575
24,896 30,210
Notional debt allocated to the MCI group . ................ (6,000)  (5,505)
Notional debt allocated to the WorldCom group ............ 18,896 24,705
Short-term debt and current maturities of allocated WorldCom
group long-termdebt . ....... ... .. ... .. . ... (7,200) (172)

$11,696  $24,533

See Note 1 for a more detailed description of how we allocate debt to the groups and Note 4 of
our consolidated financial statements for additional debt descriptions.
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(4) Company Obligated Mandatorily Redeemable Preferred Securities of Subsidiaries and Other
Redeemable Preferred Securities—

In connection with the Intermedia merger, we issued the following series of preferred stock, which
are mandatorily redeemable:

Number of
Preferred Annual Conertible at the Option
Shargs Liquidation Dividend . of Holder
Authorized,  Preference Per Associated
Issued and Per Preferred Preferred Depository WorldCom MCI Group
Outstanding Share Share Shares  Group Shares Shares
Series D Junior Convertible preferred stock,
par value $0.01 per share . . .. ......... 53,724 $2,500 $175 5,372,410 6,905,398 276,215
Series E Junior Convertible preferred stock,
par value $0.01 per share . . ... ........ 64,047 $2,500 $175 6,404,690 5,295,766 211,830
Series F Junior Convertible preferred stock,
par value $0.01 per share . . ... ........ 79,600 $2,500 $175 7,960,000 4,729,649 189,185
Series G Junior Convertible Participating
preferred stock, par value $0.01 per share . . 200,000 $1,000 $ 70 n/a 5,555,555 222,222

On August 20, 2001, the holder of our Series G preferred stock exercised its right to require us to
redeem all of the outstanding Series G preferred stock at par plus accrued dividends, or approximately
$200 million in the aggregate.

The Series D, E and F preferred stock are currently redeemable in whole or in part, at our option
for cash plus accrued and unpaid dividends at rates commencing with 103%, declining to 100% in 2004
and thereafter for the Series D and E preferred stock and commencing with 104%, declining to 100%
in 2005 and thereafter for the Series F preferred stock.

Dividends on the Series D, E and F preferred stock are payable in cash or shares of our common
stock, at our election on each July 15, October 15, January 15 and April 15. To date, we have paid
these dividends in cash and we expect to continue to pay cash dividends on our Series D, E and F
preferred stock.

The Series D, E and F preferred shareholders are generally entitled to one-tenth of a vote per
share of Series D, E or F preferred stock on all matters voting together with WorldCom common
shareholders as a single class.

Redeemable Preferred Securities of Subsidiaries:

At the time of the Intermedia merger, Intermedia had outstanding Intermedia Series B Preferred
Stock, and Digex had outstanding Series A Convertible Preferred Stock, or Digex Series A Preferred
Stock, that remain outstanding subsequent to the Intermedia merger.

As of December 31, 2001, there were 568,455 shares of Intermedia Series B Preferred Stock
outstanding. Dividends on the Intermedia Series B Preferred Stock accumulate at a rate of 13.5% of
the aggregate liquidation preference thereof and are payable quarterly, in arrears. Dividends are
payable in cash or, at Intermedia’s option, by the issuance of additional shares of Intermedia Series B
Preferred Stock having an aggregate liquidation preference equal to the amount of such dividends.
Historically, Intermedia has paid the Intermedia Series B Preferred Stock dividend by the issuance of
additional shares of Intermedia Series B Preferred Stock. The Intermedia Series B Preferred Stock is
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(4) Company Obligated Mandatorily Redeemable Preferred Securities of Subsidiaries and Other
Redeemable Preferred Securities—(Continued)

subject to mandatory redemption at its liquidation preference of $1,000 per share, plus accumulated
and unpaid dividends on March 31, 2009. The Intermedia Series B Preferred Stock will be redeemable
at the option of Intermedia at any time after March 31, 2002 at rates commencing with 106.75%,
declining to 100% on March 31, 2007. Intermedia Series B Preferred Stock is generally entitled to one-
tenth of one vote per share on all matters voting together with the common stock of Intermedia as a
single class.

The Digex Series A Preferred Stock has an aggregate liquidation preference of $100 million, and is
convertible into approximately 1,462,000 shares of Class A Common Stock of Digex. The Digex
Series A Preferred Stock does not pay dividends and there are no voting rights.

As of December 31, 2001, we also had $750 million aggregate principal amount of 8% Cumulative
Quarterly Income Preferred Securities, Series A, representing 30 million shares outstanding due
June 30, 2026 and 475 shares of an authorized 500 shares of 6.375% cumulative preferred stock,
Class A, or Class A Preferred Stock. Each share of Class A Preferred Stock has a par value of
$0.01 per share and a liquidation preference of $100,000 per share. The Class A Preferred Stock is
mandatorily redeemable at the redemption price of $100,000 per share plus accumulated and unpaid
dividends on January 1, 2019. Dividends on the Class A Preferred Stock are payable quarterly at a rate
per annum equal to 6.375% of the liquidation preference of $100,000 per share when, as and if
declared.

(5) Preferred Stock—

In October 2001, we exercised our option to redeem all of our outstanding Series B Preferred
Stock. Prior to the redemption date, substantially all of the holders of our Series B Preferred Stock
elected to convert the preferred stock into 0.1460868 shares of WorldCom group stock and 0.005843472
shares of MCI group stock for each share of Series B Preferred Stock held.

In January 2000, each outstanding share of Series C $2.25 Cumulative Convertible Exchangeable
Preferred Stock was redeemed by us for $50.75 in cash, or approximately $190 million in the aggregate.

(6) Shareholder Rights Plan—

See Note 7 to our consolidated financial statements for a detailed description of our existing
shareholder rights plan.

(7) Leases and Other Commitments—

WorldCom leases office facilities and equipment under non-cancelable operating and capital leases
and is also obligated under various right-of-way agreements having initial or remaining terms of more
than one year and allocates rent expense on these leases attributable to the WorldCom group and the
MCI group in accordance with our allocation policies. Rental expense allocated to the WorldCom
group under these operating leases was $160 million, $203 million and $304 million in 1999, 2000 and
2001, respectively. The WorldCom group’s rental expense in 2001 increased as a result of our
movement of technical facilities closer to our customers which should result in lower access costs in the
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(7) Leases and Other Commitments—(Continued)

future, international expansion and to a lesser degree, the inclusion of Intermedia and annual rent
escalation.

The WorldCom group is an integrated business of WorldCom and is therefore subject to all our
liabilities and obligations, including leases and other commitments. See Note 8 to WorldCom’s
consolidated financial statements for a description of our leases and other commitments.

(8) Contingencies—

The WorldCom group shareholders are subject to all of the risks related to an investment in
WorldCom and the WorldCom group, including the effects of any legal proceedings and claims against
the MCI group. See Note 9 to our consolidated financial statements for information related to our
contingencies.

(9) Employee Benefit Plans—
Stock Option Plans:

WorldCom has several stock option plans under which options to acquire shares of WorldCom
group stock may be granted to directors, officers and employees of the WorldCom group and the MCI
group. WorldCom accounts for these plans under APB Opinion No. 25, under which no compensation
cost is recognized. Terms and conditions of WorldCom’s options, including exercise price and the
period in which options are exercisable, generally are at the discretion of the Compensation and Stock
Option Committee of our board of directors; however, no options are exercisable for more than
10 years after date of grant.

401(k) Plans:

WorldCom offers our qualified employees the opportunity to participate in one of our defined
contribution retirement plans qualifying under the provisions of Section 401(k) of the Internal Revenue
Code. Each employee may contribute on a tax deferred basis a portion of annual earnings not to
exceed $10,500. WorldCom matches individual employee contributions in selected plans, up to a
maximum level which in no case exceeds 6% of the employee’s compensation. Expenses allocated to
the WorldCom group relating to our 401(k) plans were $45 million, $44 million and $47 million for the
years ended December 31, 1999, 2000 and 2001, respectively.

Pension and Other Post-retirement Benefit Plans:

We maintain various defined benefit plans and other post-retirement benefit plans that cover
selected eligible employees of the WorldCom group and the MCI group. Annual service cost is
determined using the Projected Unit Credit actuarial method, and prior service cost is amortized on a
straight-line basis over the average remaining service period of employees.

See Notes 10 and 11 to our consolidated financial statements for additional disclosures related to
employee benefit plans.
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(10) Income Taxes—

The WorldCom group combined balance sheets reflect the anticipated tax impact of future taxable
income or deductions implicit in the combined balance sheets in the form of temporary differences.
These temporary differences reflect the difference between the basis in the assets and liabilities for
financial reporting purposes and amounts used for income tax purposes and the impact of available
NOL carryforwards as measured in the WorldCom group’s combined financial statements and as
measured by tax laws using enacted tax rates.

The provision for income taxes is composed of the following (in millions):

1999 2000 2001
CUITENL © o vttt et e e e e e e $ (654) $ 580 $ (188)
Deferred . ... ... . . . . e 2,510 1,410 1,131
Total provision for income taxes ................... $1,856 $1,990 $ 943

The following is a reconciliation of the provision for income taxes to the expected amounts using
the statutory rate:

1999 2000 2001

Expected statutory amount . . ............. ... ... 35.0% 35.0% 35.0%
Nondeductible amortization of excess of cost over net tangible

assets acquired .. ... 6.7 6.0 104
State inCOME taxes . . ..o v vttt 2.5 2.6 (5.0)
Valuation allowance . .......... ... ... ............ (2.5) — —
Tax credits . . ..o 02) (04) (1.9
Other ...... ... .. . . 06 (31) 03
Actual tax provision ... ......... ... e 421% 40.1% 38.8%

The following is a summary of the significant components of the WorldCom group’s attributed
deferred tax assets and liabilities as of December 31, 2000 and 2001 (in millions):

2000 2001

Assets  Liabilities  Assets Liabilities
Fixed assets . .. ......coviiienn. $ — 8$(3957) $§ — $(4,488)
Goodwill and other intangibles . .......... — (167) — (52)
Investments .. ....... ... ... .. ... .. ... 363 — 392 —
Otherassets......................... — (264) — (423)
Accrued liabilities. . .. ..... ... ... . ... 745 — 348 —
NOL carryforwards. . . ................. 517 — 1,186 —
Taxcredits . . . ..o 692 — 676 —
Other ..... ... ... ... . ... .. — (290) — (129)

2,317 (4,678) 2,602  (5,092)
Valuation allowance . .................. (191) — (465) —

$2,126  $(4,678) $2,137  $(5,092)
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(10) Income Taxes— (Continued)

At December 31, 2001, the WorldCom group was attributed unused NOL carryforwards for federal
income tax purposes of approximately $3.1 billion which expire in various amounts during the years
2011 through 2021. These NOL carryforwards result in a deferred tax asset of approximately
$1.2 billion at December 31, 2001.

Approximately $1.7 billion of NOL carryforwards for federal income tax purposes relate to
preacquisition NOL carryforwards attributable to entities acquired in transactions accounted for as
purchases. These carryforwards and other deferred tax assets result in deferred tax assets for which a
valuation allowance of $433 million has been established. If subsequent events or conditions dictate an
increase in the need for a valuation allowance attributable to such deferred tax assets, the income tax
expense for that period will be increased accordingly.

In addition, at December 31, 2001 the WorldCom group was attributed unused NOL carryforwards
of $85 million outside the United States which generally do not expire. These carryforwards result in a
$32 million deferred tax asset for which a valuation allowance has been established.

(11) Supplemental Disclosure of Cash Flow Information—

Interest paid by the WorldCom group during the years ended December 31, 1999, 2000 and 2001
amounted to $816 million, $488 million and $886 million, respectively. Income taxes paid by the
WorldCom group, net of refunds, during the years ended December 31, 1999, 2000 and 2001 were
$35 million, $28 million and $148 million, respectively.

In conjunction with business combinations attributed to the WorldCom group, assets acquired and
liabilities assumed, including revisions to previously recorded acquisitions, and WorldCom common
stock issued were as follows (in millions):

1999 2000 2001

Fair value of assets acquired . . ..................... $ (92) $— $1932
Goodwill and other intangible assets . ................ 2,041 43 5,102
Liabilities assumed . . . ...... ... ... ... (935) (29) (4,201)
Preferred stock issued or assumed . . ................. — —  (1,361)
WorldCom common stock issued . . . ................. (228) —  (1,266)
Netcashpaid ............ ... ..., $ 786 $14 $ 206

(12) Segment and Geographic Information—

Based on our organizational structure, the WorldCom group operates in two reportable segments:
Commerecial voice, data and Internet and International operations. The WorldCom group’s reportable
segments represent business units that primarily offer similar products and services; however, the
business units are managed separately due to the type and class of customer as well as the geographic
dispersion of their operations. The Commercial voice, data and Internet segment includes voice, data
and other types of domestic communications services for commercial customers, and Internet services
including dedicated access and web and application hosting services. International operations provide
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(12) Segment and Geographic Information— (Continued)

voice, data, Internet and other similar types of communications services to customers primarily in
Europe and the Asia Pacific region.

Our chief operating decision-maker utilizes revenue information in assessing performance and
making overall operating decisions and resource allocations. Communications services are generally
provided utilizing WorldCom’s fiber optic networks, which do not make a distinction between the types
of services provided. Profit and loss information is reported only on a combined basis to the chief
operating decision-maker and our board of directors.

The accounting policies of the segments are the same as those described in the summary of
significant accounting policies. Information about the WorldCom group’s segments is as follows (in
millions):

Revenues From Selling, General and
External Customers Administrative Capital Expenditures

1999 2000 2001 1999 2000 2001 1999 2000 2001

Voice, data and Internet . . . ......... $14,817 $16,880 $18,371 $2,655 $3,209 $3,895 $5,532 $ 8376  $6,505

International operations . . .......... 1,624 2,367 2,977 774 1,094 1,409 1,494 1,754 1,114

Corporate—other charges . ... ....... — — — — 433 754 — — —

Other . . ....... ... ... ... .... 523 — — 170 — — 10 — —

Total before Embratel . .. ......... 16,964 19,247 21,348 3,599 4,736 6,058 7,036 10,130 7,619

Embratel . . .. .................. 2,854 3,662 — 610 980 — 893 854 —
Elimination of intersegment revenue/

EXPENSES .« v v v e e e (82) (154) — (14) (27) — — — —

Total .. ........... . ... ...... $19,736  $22,755 $21,348 $4,195 $5,689 $6,058 $7,929  $10,984  $7,619

As discussed in Note 1, we deconsolidated our investment in Embratel as of January 1, 2001.
Embratel, which provides communications services in Brazil, was designated as a separate reportable
segment of the WorldCom group for periods prior to January 1, 2001. Accordingly, we have included
Embratel in our WorldCom group segment information presented for 1999 and 2000.

Additionally, Other includes the operations of MCI Systemhouse Corp and SHL Systemhouse Co.
which was sold to Electronic Data Systems Corporation in April 1999.

The following is a reconciliation of the segment information to income before income taxes,
minority interests and cumulative effect of accounting change (in millions):

1999 2000 2001

Revenues . ......... ... $19,736  $22,755 $21,348
Operating €Xpenses . . . ... v v v vn e oo, 15,105 17,714 18,299
Operating inCome . . .. .....vviienneenneen.. 4,631 5,041 3,049
Other income (expense):

Interest eXpense . . . .« oottt (460) (458)  (1,029)

Miscellaneous . .. ....... ... ... .. 237 385 412
Income before income taxes, minority interests and

cumulative effect of accounting change .......... $ 4408 $ 4968 $ 2,432
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Information about the WorldCom group’s operations by geographic areas are as follows (in
millions):

1999 2000 2001
Long-Lived Long-Lived Long-Lived
Revenues Assets Revenues Assets Revenues Assets
United States . ................. $14,760  $19,635  $16,111  $27,643  $17,778  $32,832
Brazil........................ 2,772 4,017 3,508 4,008 — —
All other international . . .......... 2,204 2,575 3,136 3,526 3,570 3,960
Total ............. ... ........ $19,736  $26,227  $22,755  $35,177  $21,348  $36,792

(13) Related Party Transactions—

See Note 16 to our consolidated financial statements for information pertaining to our related
party transactions.

(14) Unaudited Quarterly Financial Data—

Quarter Ended

March 31, June 30, September 30, December 31,
2000 2001 2000 2001 2000 2001 2000 2001
(in millions)

Revenues ................ $5,429 $5,203 $5,621 $5,362 $5,844 $5482 $5,861 $5,301
Operating income . ......... 1,390 966 1,364 310 1,139 999 1,148 774
Income before cumulative

effect of accounting change . 741 548 732 126 599 503 601 347
Netincome............... 649 532 716 110 583 460 585 305
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You should understand the following when reading the combined financial statements of the MCI
group, which is an integrated business of WorldCom, Inc.:

* WorldCom has presented the combined financial statements of the MCI group at substantially
the same level of detail as the consolidated financial statements of WorldCom. WorldCom
believes that investors require detailed financial information for the MCI group to properly
evaluate the market potential of MCI group stock;

* the MCI group is a collection of WorldCom’s MCI businesses and is not a separate legal entity;

* the holders of the MCI group stock are shareholders of WorldCom and do not have an
ownership interest in the MCI group or any company in the MCI group or a claim on any of the
assets attributed to the MCI group;

* the attribution of a portion of WorldCom’s assets and liabilities to the MCI group does not
affect WorldCom’s ownership of these assets or responsibility for these liabilities and does not
affect the rights of any creditor of WorldCom; and

* the assets attributed to the MCI group could be subject to the liabilities attributed to the
WorldCom group.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders of WorldCom, Inc.:

We have audited the accompanying combined balance sheets of the MCI group (an integrated
business of WorldCom, Inc.) (as described in Note 1) as of December 31, 2000 and 2001, and the
related combined statements of operations, allocated net worth and cash flows for each of the years in
the three-year period ended December 31, 2001. These financial statements are the responsibility of
WorldCom, Inc.’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the MCI group combined financial statements referred to above present fairly, in
all material respects, the combined financial position of the MCI group as of December 31, 2000 and
2001, and the combined results of its operations and its cash flows for each of the years in the three-
year period ended December 31, 2001, in conformity with accounting principles generally accepted in
the United States.

As discussed in Note 1 to the combined financial statements, effective January 1, 2000, the MCI
group changed its method of accounting for certain activation and installation fee revenues and
expenses.

The MCI group is a fully integrated business of WorldCom, Inc. Accordingly, as described in Note
1, the MCI group’s combined financial statements have been derived from the consolidated financial
statements and accounting records of WorldCom, Inc. and, therefore, reflect certain assumptions and
allocations. As more fully discussed in Note 1, the combined financial statements of the MCI group
should be read in conjunction with the audited consolidated statements of WorldCom, Inc.

ARTHUR ANDERSEN LLP

Jackson, Mississippi
March 7, 2002
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MCI GROUP (an integrated business of WorldCom, Inc.)
COMBINED BALANCE SHEETS
(In Millions)

December 31,

December 31,

2001

2000
ASSETS
Current assets:
Cash and cash equivalents . .............. ..t iieiiiinennennn. $ 4
Accounts receivable, net of allowance for bad debts of $514 in 2000 and
$393 100 2001 . . . ottt 1,835
Deferred tax asset . .. ... ..ottt e 41
Other CUITENt aSSELS . . o . o v vt e e e e e e e e e e e e e e e 395
Total current assets . . . . . it e 2,312
Property and equipment:
Transmission eqUIPMENt . . . . . ..ottt e 405
Communications equipment . . ... ..... ...ttt 2,227
Furniture, fixtures and other . . . . ... ... ... . .. . .. . .. .. ... 676
ConStruction IN PrOZIeSS . « . v v v v vt it e e e e e e e et e 170
3,478
Accumulated depreciation . ......... ... (1,232)
2,246
Goodwill and other intangible assets . ............ .. ... ... .. ... ... 9,909
Other assets . . . ... i i e 168
$14,635

LIABILITIES AND SHAREHOLDERS’ INVESTMENT
Current liabilities:

Payable to WorldCom group, net . .............. ... ... .. ..... $ 649
Accrued INteTest . .. ..ot e 108
Accounts payable and accrued line costs . . ......... ... . ... ... ... 2,438
Other current liabilities .. ... ... ... . 914
Total current liabilities . .. ... ... .. .. . .. . e 4,109

Long-term liabilities, less current portion:
Long-term debt . . ... ... . . . 6,000
Long-term payable to WorldCom group, net . ..................... 976
Deferred tax liability . ........ ... .. ... 928
Other liabilities . . ... ... e 159
Total long-term liabilities. . .. ......... . ... . ... .. ... .. 8,063

Commitments and contingencies

Allocated net worth. . . .. ... ... . e 2,463
$14,635

The accompanying notes are an integral part of these combined statements.

F-76

1,574
10
335

1,926

445
2,444
630
130

3,699
(1,682)

2,017
9,719

$13,889

$ 900

2,093
1,091

4,195

5,505
976
870

30

7,381

2,313
$13,889




MCI GROUP (an integrated business of WorldCom, Inc.)
COMBINED STATEMENTS OF OPERATIONS
(In Millions)

For the Years Ended December 31,

1999 2000 2001

REVENUES . . o oo ettt e e e $16,172  $16,335  $13,831
Operating expenses:

Line costs . .. .o 7,087 7177 7,080

Selling, general and administrative .. ........................ 5,071 5,162 5,348

Depreciation and amortization . ... .......... . ... . ... . ...... 757 884 938

Total ... ... 12,915 13,223 13,366

Operating INCOME . . .« . o vttt et e e e e e e e e e 3,257 3,112 465
Other income (expense):

INEIESt EXPENSE . . o v v et et e e e e (500) (512) (504)

Miscellaneous . . .. ... .. 5 — —
Income (loss) before income taxes and cumulative effect of accounting

change . ... e 2,756 2,600 (39)
Income tax expense (benefit) . .. ......... . ... 1,109 1,035 (16)
Income (loss) before cumulative effect of accounting change . ........ 1,647 1,565 (23)
Cumulative effect of accounting change (net of income tax of $7 in

2000) ..o — (10) —
Net income (10SS) . . v v v vttt e e $ 1,647 $ 1555 § (23)

The accompanying notes are an integral part of these combined statements.
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COMBINED STATEMENTS OF ALLOCATED NET WORTH

For the Three Years Ended December 31, 2001
(In Millions)

Allocated net worth at December 31, 1998 . . . . .. . ... . . . . e $2,950
NEtINCOME . . .ottt e e e e e e e e e e e e e 1,647
Advances to WorldCom group, Nt . . ... .. u .ttt (2,097)
Allocated net worth at December 31, 1999 . . . . . . ... .. . 2,500
NEet INCOME . . o ottt e e e e e e e e e e e e e e e e e e e 1,555
Advances to WorldCom group, Net . . ... ...ttt e (1,592)
Allocated net worth at December 31, 2000 . . . . ... ... ... 2,463
Nt L0SS .« vttt (23)
Advances from WorldCom group, Net . ... .. ... ..ttt 15
Dividends declared on MCI group common stock . . .. ... ... ... i (142)
Allocated net worth at December 31, 2001 . . . . ... ... .. . $2,313

The accompanying notes are an integral part of these combined statements.
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MCI GROUP (an integrated business of WorldCom, Inc.)
COMBINED STATEMENTS OF CASH FLOWS
(In Millions)

For the Years Ended December 31,
1999 2000 2001

Cash flows from operating activities:
Net income (10SS) . . v v vttt e e $1,647 § 1,555  $(23)
Adjustments to reconcile net income (loss) to net cash provided by

operating activities:

Cumulative effect of accounting change .. .......... ... ... ... — 10 —
Depreciation and amortization . ................ ... .. ... 757 884 938
Provision for deferred income taxes (benefit) . .................. 393 239 (27)
Change in assets and liabilities, net of effect of business combinations:
Accounts receivable, net. .. ... ... (264) 174 177
Other current assetS . . . ..o v vttt 24 (215) 60
Accounts payable and other current liabilities . .............. 530 (960)  (133)
Payable to WorldCom group, net . ....................... 555 649 251
All other operating activities . . ... ...t 11 — 146
Net cash provided by operating activities . . .. .................... 3,653 2,336 1,389
Cash flows from investing activities:
Capital expenditures . . ... ... .ot (787) (500)  (267)
Acquisitions and related costs . .. ... ..o (292) — —
Increase in intangible assets . .............. ... ... ..., (354) (167)  (327)
Decrease in other liabilities . . .. ........ ... . (85) (16) (129)
All other investing activities . ... ...... ...t .. 8 (90) (149)
Net cash used in investing activities. . . ... ......... ...t (1,510) (773)  (872)
Cash flows from financing activities:
Principal repayments on debt, net . ............ ... ... ....... — — (495)
Dividends paid on MCI group common stock . . ................. — — (71)
Advances (to) from WorldCom group, net .. ................... (2,097)  ( 1,592) 15
Net cash used in financing activities . .......................... (2,097)  (1,592) (551)
Net increase (decrease) in cash and cash equivalents .. ............. 46 (29) (34)
Cash and cash equivalents at beginning of period ................. 24 70 41
Cash and cash equivalents at end of period . . .................... $ 70 $ 41 $ 7

The accompanying notes are an integral part of these combined statements.
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MCI Group (an integrated business of WorldCom, Inc.)
NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies—
Description of Business and Organization:

Organized in 1983, WorldCom, Inc., a Georgia corporation, provides a broad range of
communications services to both U.S. and non-U.S. based businesses and consumers. We are a global
communications company utilizing a strategy based on being able to provide service through our own
facilities throughout the world instead of being restricted to a particular geographic location. We call
this our “on-net” strategy. The on-net approach allows our customers to send data or voice
communications across town, across the U.S., or to any of our networks in Europe or Asia, often
without ever leaving our networks. The on-net approach provides our customers with superior reliability
and low operating costs. Our core business is communications services, which includes voice, data,
Internet and international services. We serve as a holding company for our subsidiaries’ operations.
References herein to WorldCom, “we,” “our,” or “us” include WorldCom, Inc. and its subsidiaries,
unless the context otherwise requires.

Basis of Combination and Presentation:

On June 7, 2001, our shareholders approved a recapitalization involving the creation of two
separately traded tracking stocks:

* WorldCom group stock, which is intended to reflect the performance of our data, Internet,
international and commercial voice businesses and is quoted on The Nasdaq National Market
under the trading symbol “WCOM?”, and

* MCI group stock, which is intended to reflect the performance of our consumer, small business,
wholesale long distance voice and data, wireless messaging and dial-up Internet access businesses
and is quoted on The Nasdaq National Market under the trading symbol “MCIT”.

In connection with the recapitalization, we amended our articles of incorporation to replace our
existing common stock with two new series of common stock that are intended to reflect, or track, the
performance of the businesses attributed to the WorldCom group and the MCI group. Effective with
the recapitalization on June 7, 2001, each share of our existing common stock was changed into one
share of WorldCom group stock and 1/25 of a share of MCI group stock.

A tracking stock is a separate class of a company’s common stock intended to provide a return to
investors based upon the financial performance of a distinct business unit of the company, sometimes
referred to as the targeted business. These targeted businesses are collections of businesses that we
have grouped together in order for us to issue WorldCom group stock and MCI group stock. The
ownership of the targeted business does not change, and while each of the classes of stock trade
separately, all shareholders are common shareholders of a single company, WorldCom, and are subject
to all risks of an investment in WorldCom as a whole.

During the second quarter of 2001, we declared the initial quarterly dividend for the MCI group
stock. A cash dividend of $0.60 per share of MCI group stock, or approximately $70 million in the
aggregate, was paid on October 15, 2001 to shareholders of record as of the close of business on
September 28, 2001. Dividends of $0.60 per share of MCI group stock were also declared in the third
and fourth quarters of 2001, which have been or will be paid in 2002.
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2001

(1) The Company and Significant Accounting Policies— (Continued)

The MCI group was initially allocated notional debt of $6 billion and our remaining debt was
allocated on a notional basis to the WorldCom group. We intend, for so long as the WorldCom group
stock and the MCI group stock remains outstanding, to include in our filings under the Securities
Exchange Act of 1934, as amended, the combined financial statements of each of the WorldCom group
and the MCI group. These combined financial statements will be prepared in accordance with
accounting principles generally accepted in the United States, and in the case of annual financial
statements, will be audited. These combined financial statements are not legally required under current
law or SEC regulations.

Voting rights of the holders of the WorldCom group and the MCI group stock are prorated based
on the relative market values of WorldCom group stock and MCI group stock. We will conduct
shareholder meetings that encompass all holders of voting stock. The WorldCom group and the MCI
group shareholders will vote together as a single class on all matters brought to a vote of shareholders,
including the election of our directors.

Our board of directors may at any time convert each outstanding share of MCI group stock into
shares of WorldCom group stock at 110% of the relative trading value of MCI group stock for the 20
days prior to the announcement of the conversion. No premium will be paid on a conversion that
occurs after June 7, 2004.

If all or substantially all of the WorldCom group or MCI group assets are sold, either: (i) the
relevant shareholders will receive a distribution equal to the fair value of the net proceeds of the sale,
either by special dividend or by redemption of shares; or (ii) each outstanding share of MCI group
stock will be converted into shares of WorldCom group stock at 110% or 100% of the relative trading
value of MCI group stock for a 10 trading day period following the sale.

Intergroup Allocation Policies:
Tracking Stock Policy Statement

Our board of directors has fiduciary duties to all shareholders of WorldCom, and no independent
fiduciary duties to the holders of WorldCom group stock and MCI group stock. Our board of directors
has adopted a policy statement regarding the WorldCom group and the MCI group matters. Our board
of directors or any special committee appointed by our board of directors, may, without shareholder
approval, change the policies set forth in our policy statement. Our board of directors or any special
committee appointed by our board of directors also may, without shareholder approval, adopt
additional policies or make exceptions with respect to the application of the policies described in our
policy statement in connection with particular facts and circumstances, all as they may determine to be
in the best interests of WorldCom. The material provisions of the policy statement are as follows:

General Policy. The policy statement provides that all material matters as to which the holders of
WorldCom group stock and MCI group stock may have potentially divergent interests will be resolved
in a manner that our board of directors or any special committee appointed by our board of directors
determines to be in the best interests of WorldCom as a whole, after giving due consideration to the
potentially divergent interests and all other interests of the holders of the separate series of common
stock of WorldCom that our board of directors or any special committee, as the case may be, deems
relevant. The policy statement provides that we will manage the businesses in the WorldCom group and
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NOTES TO COMBINED FINANCIAL STATEMENTS (Continued)
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(1) The Company and Significant Accounting Policies— (Continued)

the MCI group in a manner intended to maximize the operations, assets and values of both groups, and
with complementary deployment of personnel, capital and facilities, consistent with their respective
business objectives.

Under this policy statement, all material transactions which are determined by our board of
directors to be in the ordinary course of business between the WorldCom group and the MCI group,
except for those described in the paragraphs below, are intended to be on terms consistent with terms
that would be applicable to arm’s-length dealings with unrelated third parties.

Cash Management. Decisions regarding the investment of surplus cash, the issuance and retirement
of debt, and the issuance and repurchase of common and preferred stock will continue to be made by
WorldCom management on behalf of the groups. Under this centralized cash management system, the
MCI group will generally not be allocated any cash balances.

Corporate Allocations

Corporate allocations have been attributed and/or allocated to the WorldCom group or the MCI
group based upon identification of the services specifically benefiting each group. Such corporate
allocations may change at our discretion and do not require shareholder approval. Management
believes that the allocation methodologies applied are reasonable and these methods have been
consistently applied for all periods presented. However, it is not practical to determine whether the
allocated amounts represent amounts that would have been incurred on a stand alone basis.
Explanations of the composition and the method of allocation for such items are described below.

Shared Corporate Services. We have directly charged specifically identifiable costs to the WorldCom
group and the MCI group. Where determinations based on specific usage alone were impracticable, we
used other allocation methods that we believe are fair, including methods based on factors such as the
number of employees and total line costs or revenues generated by each group. For the years ended
December 31, 1999, 2000, and 2001, the MCI group was allocated $1.6 billion, $1.9 billion and $1.6
billion of these costs, respectively.

Commercial Inter-group Transactions. The MCI group is allocated a proportion, based on usage, of
our fiber optic system costs for use of the fiber optic systems, which are attributed to the WorldCom
group. For the years ended December 31, 1999, 2000 and 2001, fiber optic system costs allocated to the
MCI group were $189 million, $373 million and $360 million, respectively. In addition, the WorldCom
group is allocated a proportion, based on usage, of our switching costs for use of the business voice
switched services, which are attributed to the MCI group and the MCI group is allocated a
corresponding decrease to depreciation expense which, for the years ended December 31, 1999, 2000
and 2001, totaled $64 million, $87 million and $101 million, respectively. Selling, general and
administrative expenses for the MCI group include allocated costs for the MCI group’s proportionate
share of costs associated with buildings, furniture and fixtures attributed to the WorldCom group, and
the cost allocated to the MCI group for use of the MCI tradenames as discussed below. For the years
ended December 31, 1999, 2000 and 2001, these allocated costs totaled $331 million, $254 million and
$360 million, respectively.
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(1) The Company and Significant Accounting Policies— (Continued)

All other material commercial transactions in the ordinary course of business between the groups
are intended, to the extent practicable, to be on terms consistent with terms that would be applicable to
arm’s-length dealings with unrelated third parties and will be subject to the review and approval of our
board of directors or any special committee. Neither group is under any obligation to use services
provided by the other group, and each group may use services provided by a competitor of the other
group if our board of directors or any special committee determines it is in the best interests of
WorldCom as a whole.

Allocation of Intangible Assets. Intangible assets consist of the excess consideration paid over the fair
value of net tangible assets acquired by us in business combinations accounted for under the purchase
method and include goodwill, channel rights, developed technology and tradenames. These assets have
been attributed to the respective groups based on specific identification and where acquired companies
have been divided between the WorldCom group and the MCI group, the intangible assets have been
attributed based on the respective fair values at date of purchase of the related operations attributed to
each group. Management believes that this method of allocation is equitable and provides a reasonable
estimate of the intangible assets attributable to the WorldCom group and the MCI group.

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense, and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense for the use
of the MCI tradenames for the next four years based on the following fee schedule:

2002 . . $30.0 million
2003 . L $35.0 million
2004 . e $40.0 million
2005 L $45.0 million

Any renewal or termination of use of the MCI tradenames by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, an expense of $27.5 million per annum was allocated
to the MCI group for use of the MCI tradenames.

Financing Arrangements. As of January 1, 1999, $6.0 billion of our outstanding debt was notionally
allocated to the MCI group and the remainder of our debt was notionally allocated to the WorldCom
group. Our debt was allocated between the WorldCom group and the MCI group based upon a number
of factors including estimated future cash flows and the ability to pay debt service and dividends of
each of the groups. In addition, management considered certain measures of creditworthiness, such as
coverage ratios and various tests of liquidity, in the allocation process. Our management believes that
the initial allocation was equitable and supportable by both the WorldCom group and the MCI group.
The debt allocated to the MCI group bears interest at a rate indicative of the rate at which the MCI
group would borrow from third parties if it was a wholly owned subsidiary of WorldCom but did not
have the benefit of any guarantee by WorldCom. Interest rates are calculated on a quarterly basis. Debt
allocated to the MCI group bears an interest rate equal to the weighted-average interest rate, excluding
capitalized interest, of WorldCom debt plus 1 1/4 percent. Interest allocated to the WorldCom group
reflects the difference between our actual interest expense and the interest expense charged to the MCI
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(1) The Company and Significant Accounting Policies— (Continued)

group. Subsequent to the recapitalization, each group’s allocated debt increases or decreases by the
amount of any net cash generated by, or required to fund, the group’s operating activities, investing
activities, dividend payments, share repurchases and other financing activities.

As of December 31, 2001, our receivables purchase program consisted of a $3.7 billion pool of
receivables in which the purchaser owned an undivided interest, including the $2.0 billion sold, of which
$920 million and $273 million relate to the MCI group, respectively. The receivables sold were assigned
based on specific identification where practical, or allocated based on total revenues. Our management
believes that this method of allocation is equitable and provides a reasonable estimate of the
receivables attributable to the groups.

Fair Value of Financial Instruments:

See Note 1 to our consolidated financial statements for additional fair value descriptions.

Cash and Cash Equivalents:

We consider cash in banks and short-term investments with original maturities of three months or
less as cash and cash equivalents.
Property and Equipment:

Property and equipment are stated at cost. Depreciation is provided for financial reporting
purposes using the straight-line method over the following estimated useful lives:

Transmission equUIPMeEnt . . . . .. ..ottt 4 to 10 years
Communications equipment . . . . ... 5 to 10 years
Furniture, fixtures, buildings and other . .. ........ ... ... . ... 4 to 39 years

We evaluate the recoverability of property and equipment when events and circumstances indicate
that such assets might be impaired. We determine impairment by comparing the undiscounted future
cash flows estimated to be generated by these assets to their respective carrying amounts. In the event
an impairment exists on property and equipment attributed to the MCI group, a loss will be recognized
by the MCI group based on the amount by which the carrying value exceeds the fair value of the asset.
If quoted market prices for an asset are not available, fair market value is determined primarily using
the anticipated cash flows discounted at a rate commensurate with the risk involved. Losses on property
and equipment to be disposed of are determined in a similar manner, except that fair market values
are reduced for the cost to dispose.

Maintenance and repairs are expensed as incurred. Replacements and betterments are capitalized.
The cost and related reserves of assets sold or retired are removed from the accounts, and any
resulting gain or loss is reflected in results of operations.
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Goodwill and Other Intangible Assets:

The major classes of intangible assets attributed to the MCI group as of December 31, 2000 and
2001 are summarized below (in millions):

Amortization Period 2000 2001
Goodwill ... ... 10 to 40 years  $9,274 $9,274
Developed technology . . .. ........ ... ... ...... 5 to 10 years 510 510
Other intangibles . ............ ... ... ... .... 5 to 10 years 1,113 1,443
10,897 11,227
Less: accumulated amortization . . . . ............... (988) (1,508)
Goodwill and other intangible assets, net ............. $9,909 $9,719

Intangible assets are amortized using the straight-line method for the periods noted above.

Goodwill is recognized for the excess of the purchase price of the various business combinations
over the value of the identifiable net tangible and intangible assets acquired. Realization of acquisition-
related intangibles, including goodwill, is periodically assessed by our management based on the current
and expected future profitability and cash flows of acquired companies and their contribution to the
overall operations of the MCI group.

Also included in other intangibles are costs incurred to develop software for internal use. Such
costs were $356 million, $160 million and $325 million for the years ended December 31, 1999, 2000
and 2001, respectively.

Recognition of Revenues:

The MCI group records revenues for telecommunications services at the time of customer usage.
Service activation and installation fees are amortized over the average customer contract life.

Accounting for Reciprocal Compensation and Other:

Reciprocal compensation represents a reimbursement of costs for call termination performed on
behalf of other carriers’ customers and is determined contractually based on fixed rate per minute
charges to those carriers. Small business and consumer primary interexchange carrier charges, or PICC,
are flat-rate charges mandated by the FCC which apply to telecommunications companies that connect
to customers through a traditional phone company’s facilities. Effective July 1, 2000, as a result of the
FCC’s Coalition for Affordable Local and Long Distance Services, or CALLs order, the PICC fee is
billed directly to the customer by the traditional phone company rather than to MCI group and rebilled
to the customer. Central office based remote access equipment sales represent the reimbursement of
customer specific equipment costs incurred by MCI group on behalf of the customer as part of service
provisioning. As such, we have determined that it is more appropriate to reflect these reimbursements
of our cost as an offset to cost of sales rather than reporting these reimbursements on a gross basis as
revenues. During the years ended December 31, 1999, 2000 and 2001, such cost reimbursement
amounts recorded by the MCI group totaled $817 million, $802 million and $366 million, respectively.
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Cumulative Effect of Accounting Changes:

During the fourth quarter of 2000, the MCI group implemented SAB 101, which requires certain
activation and installation fee revenues to be amortized over the average life of the related service
rather than be recognized immediately. Costs directly related to these revenues may also be deferred
and amortized over the customer contract life. As required by SAB 101, the MCI group retroactively
adopted this accounting effective January 1, 2000, which resulted in a one-time expense of $10 million,
net of income tax benefit of $7 million. The pro forma effect of adopting SAB 101 on periods prior to
January 1, 2000 was not material to the MCI group’s financial position or results of operations.

Income Taxes:

The federal and state income tax liabilities incurred by WorldCom and which are determined on a
consolidated, combined, or unitary basis are allocated between the WorldCom group and the MCI
group in accordance with our policy statement. The income tax expense or benefit for each group and
the balance sheet allocation of the expense is based on a comparison of our tax expense with the
hypothetical tax expense or benefit of the MCI group. The tax expense or benefit allocable to the MCI
group is the amount that the MCI group would have incurred if it had filed tax returns as a separate
taxpayer and the tax expense allocable to the WorldCom group is the excess, if any, of our tax expense
over the tax expense or benefit allocable to the MCI group. Tax benefits that cannot be used by a
group generating those benefits but can be used on a consolidated basis are credited to the group that
generated those benefits. Had the WorldCom group and the MCI group filed separate tax returns, the
provision for income taxes and net income for each group would not have significantly differed from
the amounts reported on the group’s combined statements of operations for the years ended December
31, 1999, 2000 and 2001. However, the amounts of current and deferred taxes and taxes payable or
refundable attributed to each group on the historical financial statements may differ from those that
would have been allocated had the WorldCom group or the MCI group filed separate income tax
returns.

Deferred tax assets and liabilities are based on temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and their respective tax bases, and the
impact of available net operating loss, or NOL, carryforwards.

Earnings Per Share:

Our consolidated financial statements present basic and diluted earnings (loss) per share for
WorldCom group stock and MCI group stock using the two-class method. The two-class method is an
earnings formula that determines the attributed earnings (loss) per share for WorldCom group stock
and MCI group stock according to participation rights in undistributed earnings. The combined
financial statements of the MCI group do not present earnings (loss) per share because MCI group
stock is a series of our common stock, and the MCI group is not a legal entity with a capital structure.

For purposes of our consolidated financial statements, basic earnings (loss) per share attributed to
MCI group stock is computed by dividing attributed net income (loss) for the period by the number of
weighted-average shares of MCI group stock then outstanding. Diluted earnings (loss) per share
attributed to MCI group stock is computed by dividing attributed net income (loss) for the period by
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(1) The Company and Significant Accounting Policies— (Continued)

the weighted-average number of shares of MCI group stock outstanding, including the dilutive effect of
MCIT group stock equivalents.

Concentration of Credit Risk:

A portion of the MCI group’s revenues is derived from services provided to others in the
telecommunications industry, mainly resellers of long distance telecommunications service and Internet
online services. As a result, the MCI group has some concentration of credit risk among its customer
base. The MCI group performs ongoing credit evaluations of its larger customers’ financial condition
and, at times, requires collateral from its customers to support its receivables, usually in the form of
assignment of its customers’ receivables to the MCI group in the event of nonpayment.

Recently Issued Accounting Standards:

In June 2001, the FASB issued SFAS No. 141 “Business Combinations” and SFAS No. 142
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after
June 30, 2001, to be accounted for using the purchase method of accounting and broadens the criteria
for recording intangible assets separate from goodwill. Recorded goodwill and intangibles will be
evaluated against this new criteria and may result in certain intangibles being subsumed into goodwill,
or alternatively, amounts initially recorded as goodwill may be separately identified and recognized
apart from goodwill. Under the new rules, goodwill and intangible assets deemed to have indefinite
lives will no longer be amortized but will be subject to annual impairment tests. The statement includes
provisions for the identification of reporting units for purposes of assessing potential future
impairments of goodwill. Upon adoption, we stopped amortizing intangible assets with indefinite useful
lives, including goodwill and tradenames. Based on current levels of such assets, this will reduce
amortization expense by approximately $0.3 billion annually at the MCI group. Additionally, we are
conducting impairment reviews of all intangible assets with indefinite useful lives and we expect to
complete this assessment no later than the second quarter of 2002, in accordance with the provisions of
SFAS No. 142. Based on our preliminary analyses, we estimate that as a result of the adoption of SFAS
No. 142 we will reduce goodwill by approximately $1 billion at the MCI group.

In June 2001, the FASB issued SFAS No. 143 “Asset Retirement Obligations,” which establishes
new accounting and reporting standards for legal obligations associated with retiring assets. The fair
value of a liability for an asset retirement obligation must be recorded in the period in which it is
incurred, with the cost capitalized as part of the related long-lived assets and depreciated over the
asset’s useful life. Changes in the liability resulting from the passage of time will be recognized as
operating expenses. SFAS No. 143 must be adopted by 2003. We have not yet quantified the impact of
adopting SFAS No. 143 on our consolidated results of operations or financial position.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of
Long-Lived Assets,” which supersedes both SFAS No. 121 “Accounting for the Impairment of Long-
Lived Assets for Long-Lived Assets to be Disposed Of,” and the accounting and reporting provisions
for the disposal of a segment of a business contained in APB Opinion No. 30, “Reporting the Results
of Operations—Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions.” SFAS No. 144 establishes a single
accounting model for long-lived assets to be disposed of by sale and broadens the presentation of
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discontinued operations. The provisions of SFAS No. 144 are effective beginning in 2002 and are not
expected to have a material impact on our consolidated results of operations or financial position.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States, or GAAP, requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and revenues and expenses during the period reported. Actual results
could differ from those estimates. Estimates are used when accounting for allowance for doubtful
accounts, revenue reserves, depreciation and amortization, taxes and contingencies.

(2) Business Combinations—

We have acquired other telecommunications companies offering similar or complementary services
to those offered by us. These acquisitions have been accomplished through the purchase of the
outstanding stock or assets of the acquired entity for cash, notes, shares of our common stock, or a
combination thereof. The cash portion of acquisition costs has generally been financed through our
bank credit facilities.

On October 1, 1999, we acquired SkyTel Communications, Inc., pursuant to the merger of SkyTel
with and into a wholly owned subsidiary of WorldCom. Upon consummation of the SkyTel merger, the
wholly owned subsidiary was renamed SkyTel Communications, Inc. SkyTel is a leading provider of
nationwide messaging services in the Untied States. SkyTel principal operations include one-way
messaging services in the Untied States, advanced messaging services on the narrow band personal
communications services network in the Untied States and international one-way messaging operations.
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As a result of the SkyTel merger, each outstanding share of SkyTel common stock was converted
into the right to receive 0.3849 shares of WorldCom common stock, par value $.01 per share, or
approximately 23 million WorldCom common shares in the aggregate. Holders of SkyTel’s $2.25
Cumulative Convertible Exchangeable Preferred Stock received one share of WorldCom Series C $2.25
Cumulative Convertible Exchangeable Preferred Stock for each share of SkyTel preferred stock held.
The SkyTel merger was accounted for as a pooling-of-interests; and accordingly, our financial
statements for periods prior to the SkyTel merger have been restated to include the results of SkyTel.
SkyTel has been allocated to the MCI group.

During 1999, 2000 and 2001, we recorded other liabilities of $582 million, $29 million and $254
million, respectively, related to estimated costs of unfavorable commitments of acquired entities, and
other non-recurring costs arising from various acquisitions and mergers. At December 31, 1999, 2000
and 2001, other liabilities attributed to the MCI group related to these and previously recorded
accruals totaled $160 million, $106 million and $53 million, respectively.

(3) Long-Term Debt—

Our outstanding debt as of December 31, 2000 and 2001 consists of the following (in millions):

2000 2001
Commercial paper and credit facilities . . ................. $ 3,629 § —
Floating rate notes due 2001 through 2002 . ............... 1,560 60
7.88% - 8.25% Notes Due 2003-2010 . . .. ................ 3,500 3,500
7.38% Notes Due 2006-2011 .. ... ... ... .. .. ... 2,000 2,000
6.13% - 6.95% Notes Due 2001-2028 . ... ................ 6,100 4,600
713% - 7.75% Notes Due 2004-2027 . . ... ............... 2,000 2,000
8.88% Senior Notes Due 2006 . . . . ..., 672 —
7.13% - 8.25% Senior Debentures Due 2023-2027 .......... 1,436 1,434
6.13% - 7.50% Senior Notes Due 2004-2012. .. ............ 1,934 1,925
6.50% - 8.25% Notes Due 2004-2031 ... ................. — 11,939
Intermedia 11.25%-12.25% Senior Discount Notes Due
2007-2009 . .. — 643
Intermedia 8.50%-9.50% Senior Notes Due 2007-2009 .. ... .. — 581
Capital lease obligations (maturing through 2017)........... 413 953
Embratel debt ... ... ... .. .. . .. . ... 1,134 —
Other debt (maturing through 2008) .................... 518 575
24,896 30,210
Notional debt allocated to the WorldCom group. ........... (18,896)  (24,705)
Notional debt allocated to the MCI group .. .............. $ 6,000 § 5505

See Note 1 for a more detailed description of how we allocate debt to the groups and Note 4 of
our consolidated financial statements for additional debt descriptions.
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(4) Shareholder Rights Plan—

See Note 7 to our consolidated financial statements for a detailed description of our existing
shareholder rights plan.

(5) Leases and Other Commitments—

WorldCom leases office facilities and equipment under non-cancelable operating and capital leases
and is also obligated under various rights-of-way agreements having initial or remaining terms of more
than one year and allocates rent expense on these leases attributable to the WorldCom group and the
MCI group in accordance with our allocation policies. Rental expense allocated to the MCI group
under these operating leases was $163 million, $189 million and $213 million in 1999, 2000 and 2001,
respectively. The MCI group’s rental expense in 2001 increased as a result of our movement of
technical facilities closer to our customers which should result in lower access costs in the future and
annual rent escalation.

The MCI group is an integrated business of WorldCom and is therefore subject to all our liabilities
and obligations, including leases and other commitments. See Note 8 to our consolidated financial
statements for a description of our leases and other commitments.

(6) Contingencies—

The MCI group shareholders are subject to all of the risks related to an investment in WorldCom
and the MCI group, including the effects of any legal proceedings and claims against the WorldCom
group. See Note 9 to our consolidated financial statements for information related to our contingencies.

(7) Employee Benefit Plans—
Stock Option Plans:

WorldCom has several stock option plans under which options to acquire shares of WorldCom
group stock may be granted to directors, officers and employees of the WorldCom group and the MCI
group. We do not maintain a plan for the issuance of MCI group stock options. WorldCom accounts
for these plans under APB Opinion No. 25, under which no compensation cost is recognized. Terms
and conditions of WorldCom’s options, including exercise price and the period in which options are
exercisable, generally are at the discretion of the Compensation and Stock Option Committee of our
board of directors; however, no options are exercisable for more than 10 years after date of grant.

401(k) Plans:

WorldCom offers our qualified employees the opportunity to participate in one of our defined
contribution retirement plans qualifying under the provisions of Section 401(k) of the Internal Revenue
Code. Each employee may contribute on a tax deferred basis a portion of annual earnings not to
exceed $10,500. WorldCom matches individual employee contributions in selected plans, up to a
maximum level which in no case exceeds 6% of the employee’s compensation. Expenses allocated to
the MCI group relating to our 401(k) plans were $63 million, $68 million and $56 million for the years
ended December 31, 1999, 2000 and 2001, respectively.
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(7) Employee Benefit Plans— (Continued)
Pension and Other Post-retirement Benefit Plans:

We maintain various defined benefit plans and other post-retirement benefit plans that cover
selected eligible employees of the WorldCom group and the MCI group. Annual service cost is
determined using the Projected Unit Credit actuarial method, and prior service cost is amortized on a
straight-line basis over the average remaining service period of employees.

Employee Stock Purchase Plan:

Effective July 1, 2001, we established the MCI group 2001 Employee Stock Purchase Plan under
Section 423 of the Code which allows eligible MCI group employees to purchase shares of the MCI
group stock through payroll deductions not to exceed 15% of the employee’s compensation. The
purchase price is 85% of the lower of the fair market value of the MCI group stock on the participant’s
enrollment date or the exercise date. A maximum of 10 million shares of MCI group stock are
authorized for issuance. During 2001 shares totaling 346,000 were issued at an average price of $13.10
per share.

See Notes 10 and 11 to our consolidated financial statements for additional disclosures related to
employee benefit plans.

(8) Income Taxes—

The MCI group combined balance sheets reflects the anticipated tax impact of future taxable
income or deductions implicit in the combined balance sheets in the form of temporary differences.
These temporary differences reflect the difference between the basis in the assets and liabilities for
financial reporting purposes and amounts used for income tax purposes and the impact of available
NOL carryforwards as measured in the MCI group’s combined financial statements and as measured by
tax laws using enacted tax rates.

Income tax expense (benefit) is composed of the following (in millions):

1999 2000 2001
CUITENL .+ o ot et e e e e e e et e e e $ 716 $ 7% $ 11
Deferred ... ... o 393 239 (27)
Total income tax expense (benefit) .................. $1,109 $1,035 $ (16)
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(8) Income Taxes— (Continued)

The following is a reconciliation of income tax provision to the expected amounts using the
statutory rate:

1999 2000 2001

Expected statutory amount . . .............. .. ..... 35.0% 35.0% (35.0)%
Nondeductible amortization of excess of cost over net

tangible assets acquired . . ........... ... . ... ... 3.0 3.1 193.9
State inCOME taxes . . . .. ..o v vt et 2.5 2.6 5.0
Tax credits . . ..o (0.2) (0.4)  (59.4)
Other . ... (0.1) (0.5) (145.5)
Actual tax provision . . .......... . 40.2% 39.8% (41.0)%

The following is a summary of the significant components of the MCI group’s attributed deferred
tax assets and liabilities as of December 31, 2000 and 2001 (in millions):

2000 2001

Assets Liabilities Assets Liabilities
Fixed assets . ...........c.ovuon... $ — $ (822) $ — $(1,092)
Goodwill and other intangibles. . ....... 45 — 41 —
Accrued liabilities .. ................ — (102) 46 —
NOL carryforwards . . ............... — — 129 —
Tax credits .. ....... . ... ... 68 — 10 —
Other....... ... ... ... .. ... — (76) 6 —

$ 113 $(1,0000 $ 232 $ (1,092)

At December 31, 2001, the MCI group was attributed unused NOL carryforwards for federal
income tax purposes of approximately $340 million which expire in various amounts during the year
2021. These NOL carryforwards result in a deferred tax asset of approximately $129 million at
December 31, 2001.

(9) Supplemental Disclosure of Cash Flow Information—

Interest paid by the MCI group during the years ended December 31, 1999, 2000 and 2001
amounted to $490 million, $564 million and $501 million, respectively. Income taxes paid, net of
refunds, during the years ended December 31, 1999 and 2000 were $71 million and $424 million,
respectively. No income taxes were paid during the year ended December 31, 2001.
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(9) Supplemental Disclosure of Cash Flow Information— (Continued)

In conjunction with business combinations attributed to the MCI group, assets acquired and
liabilities assumed, including revisions to previously recorded acquisitions, were as follows (in millions):

1999 2000 2001

Fair value of assets acquired . ............ ... ... ...... $154 $— $—
Goodwill and other intangible assets . .................... 199 — —
Liabilities assumed . . . ........ .. 52y — —
WorldCom common stock issued . . ............ ... ...... - = =
Netcashpaid .. ... ... .. .. $292 $— $—

(10) Segment and Geographic Information—

Based on our organizational structure, the MCI group operates in four reportable segments:
Consumer; Wholesale; Alternative channels and small business; and Dial-up Internet. The MCI group’s
reportable segments represent business units that primarily offer similar products and services; however,
the business units are managed separately due to the type and class of customer as well as the
geographic dispersion of their operations. Consumer includes domestic voice communications services
for consumer customers. Wholesale includes domestic long distance voice and data communications
services for wholesale customers. Alternative channels and small business includes domestic long
distance voice and data, agents, prepaid calling cards and paging services provided to alternative
wholesale and small business customers. Dial-up Internet includes dial-up Internet access services.

Our chief operating decision-maker utilizes revenue information in assessing performance and
making overall operating decisions and resource allocations. Communications services are generally
provided utilizing WorldCom’s fiber optic networks, which do not make a distinction between the types
of services provided. Profit and loss information is reported only on a combined basis to our chief
operating decision-maker and our board of directors.

The accounting policies of the segments are the same as those described in the summary of
significant accounting policies. Information about the MCI group’s segments is as follows (in millions):

Revenues From Selling, General and Capital
External Customers Administrative Expenditures
1999 2000 2001 1999 2000 2001 1999 2000 2001
CONSUMET .+« « v v v e e e e e e e e e e e e e e e $ 7,590 § 7,778 § 7,227 $3,275 $2,823 $2,968 $235 $146 $ 89
Wholesale . .. ..... ... . . .. ... 3943 3388 2,641 620 538 617 192 94 32
Alternative channels and small business . . . .. ........ 3,142 3,541 2,427 808 1,030 1,092 182 75 109
Dial-up Internet . . . ... ... ... .. .. 1,497 1,628 1,536 368 426 537 178 185 37
Corporate—other charges. . . ................... — — — — 345 134 - — —
Total . ... $16,172 $16,335 $13,831 $5,071 $5,162 $5,348 $787 $500 $267
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(10) Segment and Geographic Information— (Continued)

The following is a reconciliation of the segment information to income (loss) before income taxes
and cumulative effect of accounting change (in millions):

1999 2000 2001
REVENUES . . oottt $16,172 $16,335 $13,831
Operating eXpenses . . . . ... vt e e, 12915 13,223 13,366
Operating iNnCOMEe . . ... ..o vvt vt 3,257 3,112 465
Other income (expense):
Interest €Xpense . .. ... ..ot (506) (512) (504)
Miscellaneous . . . ... 5 — —
Income (loss) before income taxes and cumulative
effect of accounting change . . .. ............... $ 2,756 $ 2,600 $§ (39)

Information about the MCI group’s operations by geographic areas are as follows (in millions):

1999 2000 2001
Long-lived Long-lived Long-lived
Revenues Assets Revenues Assets Revenues Assets
United States . .................. $15,961 $2,330  $16,066 $2,173  $13,650  $1,967
International . ................... 211 61 269 73 181 50
Total . . ....... ... ... . ... $16,172  $2,391 $16,335 $2,246  $13,831 $2,017

(11) Related Party Transactions—

See Note 16 to our consolidated financial statements for information pertaining to our related
party transactions.

(12) Unaudited Quarterly Financial Data—

Quarter Ended
March 31, June 30, September 30, December 31,
2000 2001 2000 2001 2000 2001 2000 2001
(in millions)

Revenues. ..................... $4,183  $3,622 $4,186 $3,548 $4,193 $3,484 $3,773 $3,177
Operating income (loss). . .......... 1,034 231 1,023 74 713 181 342 (21)
Income (loss) before cumulative effect

of accounting change . .. ......... 547 62 541 (29) 352 33 125 (89)
Net income (loss) . . ... ........... 537 62 541 (29) 352 33 125 (89)
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EXHIBIT INDEX

Agreement and Plan of Merger between WorldCom, Wildcat Acquisition Corp. and
Intermedia Communications Inc. dated as amended May 14, 2001 (filed as Annex A to
WorldCom’s Registration Statement on Form S-4, Registration No. 333-60482 and
incorporated herein by reference)

Articles of Amendment to the Second Amended and Restated Articles of Incorporation of
WorldCom (amending former Article Seven by inserting Articles Seven D, E, F, and G)
(incorporated herein by reference to Exhibit 3.1 to WorldCom’s registration statement on
Form S-8 dated August 22, 2001 (Registration No. 333-68204))

Atrticles of Amendment to the Second Amended and Restated Articles of Incorporation of
WorldCom (amending former Article Four by deleting the text thereof and substituting new
Article Four) (incorporated herein by reference to Exhibit 3.2 to WorldCom’s registration
statement on Form S-8 dated August 22, 2001 (Registration No. 333-68204))

Articles of Amendment to the Second Amended and Restated Articles of Incorporation of
WorldCom (amending former Article Eleven by deleting the text thereof and substituting
new Article Eleven) (incorporated herein by reference to Exhibit 3.3 to WorldCom’s
registration statement on Form S-8 dated August 22, 2001 (Registration No. 333-68204))

Second Amended and Restated Articles of Incorporation of WorldCom (including preferred
stock designations), as amended as of May 1, 2000 (incorporated herein by reference to
Exhibit 3.4 to WorldCom’s registration statement on Form S-8 dated August 22, 2001
(Registration No. 333-68204))

Restated ByLaws of WorldCom, Inc. (incorporated by reference to Exhibit 3.5 to
WorldCom’s registration statement on Form S-8 dated August 22, 2001 (Registration No.
333-68204))

Rights Agreement between WorldCom, Inc. and The Bank of New York, as Rights Agent,
dated as of March 7, 2002 (incorporated herein by reference to Exhibit 1 to WorldCom’s
Form 8-A dated March 13, 2002 (File No. 0-11258))

364-Day Revolving Credit Agreement among WorldCom and Bank of America, N.A. and
The Chase Manhattan Bank, Co-Administrative Agents; Banc of America Securities LLC and
J.P. Morgan Securities Inc., Joint Lead Arrangers and Joint Book Managers; Banc of
America Securities LLC, J.P. Morgan Securities Inc., Salomon Smith Barney Inc., ABN Amro
Bank N.V. and Deutsche Banc Alex. Brown Inc., Co-Arrangers; Citibank, N.A., Syndication
Agent; ABN Amro Bank N.V. and Deutsche Bank AG New York Branch, Co-Documentation
Agents; and the lenders named therein dated as of June 8, 2001 (incorporated herein by
reference to Exhibit 10.1 to WorldCom’s Current Report on Form 8-K dated June 8, 2001
(filed June 12, 2001) (File No. 0-11258))

Revolving Credit Agreement among WorldCom and Bank of America, N.A. and The Chase
Manhattan Bank, Co-Administrative Agents; Banc of America Securities LLC and J.P.
Morgan Securities Inc., Joint Lead Arrangers and Joint Book Managers; Banc of America
Securities LLC, J.P. Morgan Securities Inc., Salomon Smith Barney Inc., ABN Amro Bank
N.V. and Deutsche Banc Alex. Brown Inc., Co-Arrangers; Citibank N.A., Syndication Agent;
ABN Amro Bank N.V. and Deutsche Bank AG New York Branch, Co-Documentation
Agents; and the lenders named therein dated as of June 8, 2001 (incorporated herein by
reference to Exhibit 10.2 to WorldCom’s Current Report on Form 8-K dated June 8, 2001
(filed June 12, 2001) (File No. 0-11258))
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10.12
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10.14

10.15

10.16

Amended and Restated Facility A Revolving Credit Agreement among WorldCom,
NationsBank, N.A., NationsBanc Montgomery Securities LLC, Bank of America NT & SA,
Barclays Bank PLC, The Chase Manhattan Bank, Citibank, N.A., Morgan Guaranty Trust
Company of New York, and Royal Bank of Canada and the lenders named therein dated as
of August 6, 1998 (incorporated herein by reference to Exhibit 10.1 to WorldCom’s Current
Report on Form 8-K dated August 6, 1998 (filed August 7, 1998) (File No. 0-011258))
(incorporated herein by reference to Exhibit 10.3 to WorldCom’s Current Report on Form
8-K dated June 8, 2001 (filed June 12, 2001) (File No. 0-11258))

WorldCom 1999 Stock Option Plan (incorporated herein by reference to Exhibit A to
WorldCom’s Proxy Statement dated April 23, 1999 (File No. 0-11258)) (compensatory plan)

WorldCom, Inc. Third Amended and Restated 1990 Stock Option Plan (incorporated herein
by reference to Exhibit A to WorldCom’s Proxy Statement dated April 22, 1996 (File No.
0-11258)) (compensatory plan)

WorldCom, Inc. Performance Bonus Plan (incorporated herein by reference to Exhibit A to
WorldCom’s Proxy Statement dated April 21, 1997 (File No. 0- 11258)) (compensatory plan)

WorldCom/MFS/UUNET 1995 Performance Option Plan (incorporated herein by reference
to Exhibit 10.17 to WorldCom’s Annual Report on Form 10-K for the period ended
December 31, 1996 (File No. 0-11258)) (compensatory plan)

WorldCom/MFS/UUNET Equity Incentive Plan (incorporated herein by reference to Exhibit
10.18 to WorldCom’s Annual Report on Form 10-K for the period ended December 31, 1996
(File No. 0-11258)) (compensatory plan)

MCI 1979 Stock Option Plan as amended and restated (incorporated by reference to Exhibit
10(a) to MCI's Annual Report on Form 10-K for the fiscal year ended December 31, 1988
(File No. 0-6457)) (compensatory plan)

Supplemental Retirement Plan for Employees of MCI Communications Corporation and
Subsidiaries, as amended (incorporated by reference to Exhibit 10(b) to MCI’s Annual
Report on Form 10-K for the fiscal year ended December 31, 1993 (File No. 0-6457))
(compensatory plan)

Description of Executive Life Insurance Plan for MCI Communications Corporation and
Subsidiaries (incorporated by reference to “Remuneration of Executive Officers” in MCI’s
Proxy Statement for its 1992 Annual Meeting of Stockholders (File No. 0-6457))
(compensatory plan)

MCI Communications Corporation Executive Incentive Compensation Plan (incorporated by
reference to Exhibit 10(e) to MCI’s Annual Report on Form 10-K for the fiscal year ended
December 31, 1995 (File No. 0-6457)) (compensatory plan)

Amendment No. 1 to MCI Communications Corporation Executive Incentive Compensation
Plan (incorporated by reference to Exhibit 10(e) to MCI’s Annual Report on Form 10-K for
the fiscal year ended December 31, 1996 (File No. 0-6457)) (compensatory plan)

1988 Directors’ Stock Option Plan of MCI (incorporated by reference to Exhibit D to MCI’s

Proxy Statement for its 1989 Annual Meeting of Stockholders (File No. 0-6457))
(compensatory plan)

Amendment No. 1 to the 1988 Directors’ Stock Option Plan of MCI (incorporated by
reference to Appendix D to MCI’s Proxy Statement for its 1996 Annual Meeting of
Stockholders (File No. 0-6457)) (compensatory plan)

Amendment No. 2 to 1988 Directors’ Stock Option Plan of MCI (incorporated by reference
to Exhibit 10(i) to MCI’s Annual Report on Form 10-K for the fiscal year ended December
31, 1996) (File No. 0- 6457)) (compensatory plan)
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10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

Amendment No. 3 to 1988 Directors’ Stock Option Plan of MCI (incorporated by reference
to Exhibit 10(j) to MCI’'s Annual Report on Form 10-K for the fiscal year ended December
31, 1996 (File No. 0-6457)) (compensatory plan)

Stock Option Plan of MCI (incorporated by reference to Exhibit C to MCI’s Proxy Statement
for its 1989 Annual Meeting of Stockholders (File No. 0-6457)) (compensatory plan)

Amendment No. 1 to the Stock Option Plan of MCI (incorporated by reference to Exhibit
10(1) to MCI’s Annual Report on Form 10-K for the fiscal year ended December 31, 1996
(File No. 0-6457)) (compensatory plan)

Amendment No. 2 to the Stock Option Plan of MCI (incorporated by reference to Appendix
B to MCI’s Proxy Statement for its 1996 Annual Meeting of Stockholders (File No. 0-6457))
(compensatory plan)

Amendment No. 3 to the Stock Option Plan of MCI (incorporated by reference to Exhibit
10(n) to MCI's Annual Report on Form 10-K for the fiscal year ended December 31, 1996
(File No. 0-6457)) (compensatory plan)

Amendment No. 4 to the Stock Option Plan of MCI (incorporated by reference to Exhibit
10(0) to MCI's Annual Report on Form 10-K for the fiscal year ended December 31, 1996
(File No. 0-6457)) (compensatory plan)

Amendment No. 5 to the Stock Option Plan of MCI (incorporated by reference to Exhibit
10(p) to MCI’s Annual Report on Form 10-K for the fiscal year ended December 31, 1996
(File No. 0-6457)) (compensatory plan)

Board of Directors Deferred Compensation Plan of MCI (incorporated by reference to
Exhibit 10(i) to MCI’s Annual Report on Form 10-K for the fiscal year ended December 31,
1994 (File No. 0-6457)) (compensatory plan)

The Senior Executive Incentive Compensation Plan of MCI (incorporated by reference to
Appendix A to MCI’s Proxy Statement for its 1996 Annual Meeting of Stockholders (File
No. 0-6457)) (compensatory plan)

Amendment No. 1 to the Senior Executive Incentive Compensation Plan of MCI
(incorporated by reference to Exhibit 10(s) to MCI’s Annual Report on Form 10-K for the
fiscal year ended December 31, 1996 (File No. 0-6457)) (compensatory plan)

Executive Severance Policy (incorporated by reference to Exhibit 10(a) to MCI's Quarterly
Report on Form 10-Q for the quarter ended September 30, 1996 (File No. 0-6457))
(compensatory plan)

Form of employment agreement, effective as of November 2, 1996, between MCI and Bert C.
Roberts (incorporated by reference to Exhibit 10(u) to MCI’s Annual Report on Form 10-K
for the fiscal year ended December 31, 1996 (File No. 0-6457)) (compensatory plan)

Employment Agreement between UUNET and John W. Sidgmore dated May 13, 1994
(incorporated herein by reference to UUNET’s Registration on Form S-1 (Registration No.
33-91028)) (compensatory plan)

Change of Control Severance Agreement effective April 8, 1997 between Brooks Fiber
Properties, Inc. (“BFP”) and James C. Allen (incorporated herein by reference from Exhibit
10.1 to BFP’s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 1997
(File No. 0-28036)) (compensatory plan)

Promissory Note dated September 8, 2000 between Bernard J. Ebbers (the “Borrower”) and
WorldCom (incorporated herein by reference from Exhibit 10.4 to the WorldCom’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2000) (File No. 0-11258)
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10.38
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Promissory Note dated November 1, 2000 between the Borrower and WorldCom
(incorporated herein by reference from Exhibit 10.5 to WorldCom’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2000) (File No. 0-11258)

Letter Agreement dated November 1, 2000 between the Borrower and WorldCom
(incorporated herein by reference from Exhibit 10.6 to WorldCom’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2000) (File No. 0-11258)

Limited Guaranty made as of November 14, 2000 by WorldCom in favor of Bank of
America, N.A. (incorporated herein by reference from Exhibit 10.7 to WorldCom’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2000) (File No. 0-11258)
Limited Guaranty made as of February 12, 2001 by WorldCom in favor of Bank of America,
N.A. (incorporated herein by reference from Exhibit 10.35 to WorldCom’s Annual Report on
Form 10-K for the year ended December 31, 2000) (File No. 0-11258)

Promissory Note dated December 29, 2000 between the Borrower and WorldCom
(incorporated herein by reference from Exhibit 10.36 to WorldCom’s Annual Report on
Form 10-K for the year ended December 31, 2000) (File No. 01-11258)

Promissory note dated September 10, 2001 payable by Borrower to the order of WorldCom
(incorporated herein by reference to Exhibit 10.1 to WorldCom’s Quarterly Report on Form
10-Q for the quarter ended September 30, 2001) (File No. 0-11258)

First Modification and Reaffirmation of Limited Guaranty dated as of January 25, 2002, by
and between WorldCom and Bank of America, N.A.

Promissory Note dated January 30, 2002 payable by Borrower to the order of WorldCom
Subsidiaries of WorldCom
Consent of Arthur Andersen LLP

The registrant hereby agrees to furnish supplementally a copy of any omitted schedules to this

Agreement to the SEC upon request.

B

No other long-term debt instruments are filed since the total amount of securities authorized

under any such instrument does not exceed ten percent of the total assets of WorldCom and its
subsidiaries on a consolidated basis. WorldCom agrees to furnish a copy of such instruments to the
SEC upon request.
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Before the Committee on Commer ce, Science and Transportation, U.S. Senate
July 30, 2002



STATEMENT OF
JOHN W. SIDGMORE
PRES DENT & CHIEF EXECUTIVE OFFICER
WORLDCOM, INC.
BEFORE THE
COMMITTEE ON COMMERCE, SCIENCE AND TRANSPORTATION
UNITED STATESSENATE

JULY 30, 2002

My nameis John Sidgmore. | am the Presdent and Chief Executive Officer of WorldCom, Inc. | am
proud to be leading a team of 60,000 people who are working hard to support our 20 million-plus

customers.

| am here this morning to discuss the sate of the telecommunications industry, including the events that
led up to WorldCom' s recent filing under Chapter 11 of the Bankruptcy Code. WorldCom has
obvioudy been through a difficult period recently, but we are determined to overcome our problems and
to move forward. We are intensdy focused on ensuring that al of our customers — consumer, business
and government -- continue to receive the highest quaity service without disruption. At the same time,
we are planning for the future. We are committed to emerging from this process a sronger company

with its competitive spirit intact.



Mr. Chairman, I’ ve spent over twenty years in the information services and telecommunications
indugtries. I’ ve been honored to serve in severd senior posts during that time, including agtint as Vice
Presdent at Genera Electric Information Services in the days before the Internet and as CEO of

UUNET Technologies, which was the first commercia provider of Internet services.

That 20-year span has marked a tumultuous time in the industry’ s history, with many ups and downs.
What we're witnessing today, however, is unprecedented. Clearly, the entire industry is experiencing
severe problems. While many competitive companies have experienced difficulties— many have gone
out of busness— it' simportant to emphasize that competition isdive. | strongly believe that those
companies that survive this blesk period will, as the result of vigorous competition, continue to bring
product innovation and consumer savings to the marketplace. That will be true, however, only if federd
and state regulators complete their implementation of the Telecommunications Act of 1996 and fully

enforce this hisoric law.

INTRODUCTION

In April, when | agreed to take over as CEO of WorldCom, it was clear that both our industry and our
company faced sgnificant chalenges. | knew then that, among other things, the company was struggling
under the weight of $30 billion in debt. But | never imagined what e se wasin sorefor us. | could not

have imagined that in June we would uncover and publicly disclose significant, past accounting



irregularities. Nor could | have imagined that about one month later WorldCom would file for relief

under Chapter 11. As| will explain, there was a direct link between these events.

WorldCom announced on June 25, 2002 that the company misstated its earnings for 2001 and the first
quarter of 2002. While the misdeeds we uncovered occurred before | became CEO, | want to
gpologize again on behdf of everyone a WorldCom. WorldCom's new management team and our
employees share the public’ s outrage over these events. 'Y ou have my commitment to continue to do
everything possible to obtain the facts, to fully cooperate with investigators' efforts to bring wrongdoers
to justice, to develop safeguards to prevent such an event from recurring in the future, and to operate
this company according to the highest commercid and ethical sandards. Every effort will be made to

enaure the long-term viahility of this great company.

Saving this company iswhat led to the decison to file avoluntary petition under Chapter 11 on July 21.
We fought hard to avoid doing so, but our need to restate earnings virtualy eliminated other debt
restructuring options previoudy available to us. Of dl the options we examined, none could accomplish
our god of restoring corporate hedth as effectively. In the end, we bdlieve that this process, while
painful, isthe best way to help the most people. Most importantly, it enables us to mantain qudity
customer service without disruption and it provides the best dternative for preserving the maximum

number of jobs.

We have every intention of overcoming the challenges now facing us. We will operate our business



normally while focusng on our business plan and getting our financesin order. We intend to emerge
from Chapter 11 as soon as possible as a strong and healthy competitor.

TELECOMMUNICATIONSINDUSTRY: COMPETITION ALIVE BUT AT RISK

Any andysis of the telecommunications industry today must begin with an acknowledgment of the
sgnificance of the 1996 Act, which created a sea change in the regulatory paradigm governing the
telecommuni cations sector in this country. For the first time, the last-mile monopolies were opened to
al forms of loca competition -- facilities-based, € ements-based, and resale-based -- and the
competitive industry responded in kind. Hundreds of new competitors entered the marketplace and the

capitd markets financed thelr entry.

Investment in the telecommunications sector was driven by two fundamentd factors: vibrant new
competition and expectations of burgeoning customer demand. Compstitive locd exchange carriers
(CLECS) poured tens of hillions of dollarsinto the deployment of new telecommunications facilities and
services.  It'sedimated that CLECs invested some $55 hillion during the four years following the
passage of the Act. While much of this money went into building thousands of miles of new fiber-based
networks, CLECs dso invested in network elements leased from the incumbents, or purchased retall
sarvices a wholesdlerates. Moreover, the Bell companies and other incumbent local exchange carriers
(ILECs) responded with significant new investment of their own -- over $100 billion during that same

time period. Thus, the Act helped spur investment by competitors and incumbents aike.



As the 1990s wound down, however, the sector began to experience some significant problems. The
market verson of a“perfect sorm” —a dowing nationd economy, plummeting prices and excess
network capacity — was brewing and became more red with each passing month. The burgting of the
“dot-com” bubble made mattersworse. Many of the “dot-com” companies were anong the largest

users of high-capacity data services.

In sum, an unprecedented number of competitors were fighting for a diminishing number of customers
and avallable revenue. Customer demand never materidized to the extent expected. Dozens of
providers began to curtail service or go out of business. It was a case of fundamental, supply-and-

demand economics. The downward spird created by the “storm’” remains an issue for the industry.

Asdde from pure economics, other factors dso were at work. In particular, the incumbent Bell
companies fought aggressvely to thwart or retard implementation of the 1996 Act -- a statute they had
sought and supported. Whether filing court chalenges to the very condtitutiondity of the Act, or dow-
rolling the negotiation process for network interconnection, or refusing to pay CLECsfor services

rendered, the Bdlls did everything in their power to obstruct the development of competition.

The economic “storm,” exacerbated by anticompetitive Bdll activity, was further complicated by the
incomplete or unsatisfactory implementation of the Act by some regulators. On the positive Sde, early
Federd Communications Commission (FCC) decisons, such asthe Local Competition Order and the

first 271 decisons (regarding gpprova of Bell company entry into the long distance market), laid out a



rational and well-crafted blueprint both for competitive entry into locad markets, and for Bell company
entry into long distance markets. Many states, such as New York, Texas, Cdifornia, and lllinois, took

the lead in implementing pro-competitive rules.

Unfortunady, just asthe “storm’ began to hit, public policy progress began to dow, as the Bdll
companies fought back againgt these laudable reform efforts. Today, CLECs il lack some of the
fundamentd tools promised by the 1996 Act, and severd proposas at the FCC — aswdl aslegidation

pending before this Committee -- threaten to turn back the important progress achieved thusfar.

There is some good news.  the competitive telecommunications sector, while wounded and bleeding, is

far from dead. Amazingly enough, despite the unprecedented economic turmoil engulfing the industry:

CLECs ill managed to invest over $12 hillion in 2001, bringing total competitive industry-wide

capita investment to over $65 billion since passage of the Act.

CLEC share of thelocal market continuesto rise, dowly but steedily. According to the FCC's
latest figures — released just aweek ago and based on end-of-year 2001 numbers -- while the
ILECs control some 173 million switched access lines serving end user customers, CLECs now
have dmaogt 20 million lines, or 10.2 percent of thetota in service. This compares favorably to

just under 15 million access lines, and 7.7 percent market share, at the end of 2000.



Of those CLEC lines, about 30 percent are provisoned over the CLEC’ s own last-mile facilities,
47 percent by means of unbundled network dement ("UNE") loops, including the UNE-
Platform, leased from other carriers, and 22 percent by resdlling the services of other carriers,
Thus, CLECs continue to build out their networks, and sgn up new customers, using al three

market entry methods stipulated by Congress.

Another pogitive note: the FCC's criticd atutory role in fostering loca competition aso has been
confirmed by the Supreme Court. First in 1999 and again earlier this year, the Court firmly endorsed
the FCC'’ s pro-competitive authority under the Act. In particular, the May 2002 decision upholding the
so-caled “TELRIC” costing standard swept away much of the economic mythology being generated by
the incumbents, and confirms that competition is best built on the framework of aforward-looking

costing methodol ogy.

In addition, competitive companies continue to bring innovative products to market that benefit dl
customers. In April, WorldCom's MCI unit launched The Neighborhood, a suite of products that
offersresdentia consumers a“bundle” of services— locd and long distance cdling, plus features such
asvoice mall, Cdler ID and cdl waiting — dl for one flat monthly price: about $50 in most states.
Consumer response to The Neighborhood has been amazing. It confirms the pent-up demand across
the country for the same kinds of vaue and choicesin the loca market thet they have enjoyed in the
long distance and online spaces for many years. Now available in thirty-four states and the Didtrict of

Columbia, The Neighborhood will be avalladle in dmog dl states by the first quarter of next year.



In WorldCom' sview, thereisalight a the end of this tunndl; there will be areturn to prosperity in this
industry. Our view assumes that Congress does not undermine the pro-competition policies of the Act
by adopting legidation that would effectively reped them. It further assumes that the FCC acceptsthe
overwheming consensus of both consumers and competitors regarding ILEC “deregulation’ proposals
now pending before the Commisson. The 1996 Act sets the right policy direction. It iscriticd that the
FCC finish thejob of implementing the Act and enforce the Act aggressively. If it does, the industry will

once again flourish and consumers will continue to benefit.

WORLDCOM: OVERCOMING CHALLENGES & MOVING FORWARD

Agan, Mr. Chairman, | am confident that if the visonary policies embodied in the Act are carried
forward, the telecommunications marketplace of the future will be characterized by vigorous competition
and even greater benefits for consumers. To fully gppreciate the promise of the future, it’ s often hepful
to consider the experience of the past. WorldCom'slegacy — and that of its key operating units, MCl

and UUNET —is unmatched.

WorldCom's Pro-Competition Legacy and Industry L eader ship

MCI and UUNET literdly changed the face of an entire industry. MCI pioneered competition in the

long distance indugtry, the first company to attack the old Bell System’'s monopoly. UUNET was the



first commercid provider of Internet services. Indeed, both companies played leading rolesin the
development of the Internet. No other company in the world has the legacy that we do in promoting

comptition.

Unlike virtudly every other mgor telecom firm, WorldCom was never amonopoly. Our company had

to compete for every cusomer we have and today we have the privilege of serving over 20 million

customers. A company with $30 billion in annua revenues and 60,000-plus employees, WorldCom is:

The second largest long distance company inthe U.S;

The largest competitive provider of loca telephone services,

The largest carrier of internationd voice traffic; and

Theworld’slargest Internet services provider.

WorldCom clearly has been, and continues to be, an industry leader. We have been blessed with

world-class employees whose great ideas and marketing savvy have produced innovative services and

consumer savings.  The Neighborhood isthe latest innovation we ve brought to the marketplace. Our

compsetitors are scrambling to match us. And that redly makes the point —when we innovate, dl

consumers benefit. Savings may be the ultimate measure of our success and our continuing vaue to the



marketplace. Since MCI introduced competition to the old Bell System, residentia, business and

government users have saved many tens of billions of dollars.

Millions of people have ared stake in WorldCom' ssurviva — our customers, our employees, our
suppliers and our creditors. It isworth noting that WorldCom is a provider of network services for
critical gpplications for the United States government. These gpplications include the provison of
customer sarvice to 80 million Socid Security beneficiaries, air traffic control gpplications for the
Federa Aviation Adminigtration, network management for the Department of Defense, and criticd data
network services for the U.S. Postal Service. In addition, WorldCom provides long distance voice and
data communications services for the House, the Senate, and the Generd Accounting Office. Our
company provides those same kinds of services for virtudly every government agency under its
FTS2001 contract. In addition, WorldCom provides support for law enforcement and homeland

security agencies, aswdl as agencies concerned with nationa security.

In other words, WorldCom is akey component of our nation’ s economy and communications
infrastructure. Both commercia and national security interests rely upon WorldCom' s operations

continuing without disruption.

In that regard, | would like to commend FCC Chairman Michael Powell for his efforts to reassure a
nervous marketplace. The FCC hasacriticd roleto play in ensuring the continuing integrity of the

nation’ s communications network. WorldCom takes its own legd and regulatory responsbilities very
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serioudy. | can assure this Committee that we will continue to work closely with the Commisson to

ensure that customers will not suffer adverse consequences as aresult of our current financid datus.

Financial Crissat WorldCom

Despite al the good things WorldCom had going for it, when | became CEO in April, WorldCom was
avery troubled company. The duggish economy and avariety of industry issues had caused a steep
decline in the company’ s revenues, and the company was struggling to ded with its massive $30 hillion

debt load. The debt load aone required more than $2 billion ayear in interest payments.

Notwithstanding these financia chalenges, | truly fdt that WorldCom could get back on the right track
through a series of aggressive moves designed to reshgpe the company and restructure our debt without
the need for a Chapter 11 proceeding. On June 14, at the annual meeting of WorldCom's

shareholders, | set forth my blueprint for the future.

As part of that plan, WorldCom would sdll or diminate unprofitable lines of busness. To that end, we
began the sde of WorldCom' swirdessresale service, largely by sdlling our customers to the underlying

carrier providing the service.

We dso continued to bring expenses in line with revenue. For a number of years, WorldComi's
workforce had been increasing in anticipation of continued growth and we had, frankly, gotten far too

big for the revenues that we were generating. Thus, we embarked on a plan to iminate 17,000 from
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our workforce, including through ttrition, the sle of non-core assets, and the discontinuation of

contract services that were no longer required.

Together, shutting down our wirdless resale unit and reducing our employee base will save WorldCom

about $1.8 billion per year.

Even with those savings, however, WorldCom still needed to restructure its debt.  Although not easy,
we were beginning to have some success in accomplishing thisaswell. We negotiated a $1.5 hillion
accounts recelvable securitization program with severd of our lendersto replace asmilar facility that
was expiring. We were aso engaged in productive negotiations with a consortium of banks on
providing us with anew $5 hillion credit facility that would have enabled us to operate without concern

of bankruptcy for a least severd more years while we got the rest of our financid house in order.

Unfortunately, WorldCom' sworld changed for the worse on June 25,

Disclosure of Accounting Irregularitiesand the Need to Restate Earnings

When we disclosed the need to restate earnings for 2001 and the first quarter of 2002 on June 25, we

committed to ded with this matter openly, expeditioudy and respongbly. As| will outline below, we

have done so.



Let me remind you at the outset, however, that WorldCom uncovered this problem interndly.
Our external auditor at that time was Arthur Andersen. In effect, we audited our externd auditor and

we found what they missed.

WorldCom is being proactive. Our actions are guided by our commitment to restore public confidence
in this great company and to operate WorldCom according to the highest standards of ethics and

integrity. To that end, we have taken severa specific actions:

When this matter was brought to its atention, our Board of Directors moved swiftly and decisvely. Its
actions included terminating our Chief Financid Officer and promptly reporting the metter to the

Securities and Exchange Commission (SEC) and to the public.

We are cooperating fully with the various officid investigations— by the SEC, the Department of Justice
and the Congress. For example, on July 1, 2002, we filed awritten statement with the SEC that
included asummary of key events, known to us at that time, that led to our June 25" announcement.

At the SEC’ srequest, arevised statement was filed on July 8. A copy of the revised satement is
avallable on two websites. the SEC’ s [www.sec.gov/] and ours [www.worldcom.conV]. It details
how the accounting irregularities were discovered by our internd audit team, led by Ms. Cynthia
Cooper. Thekind of initiative demongtrated by our internd audit group isto be gpplauded and will

continue to be encouraged.
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William McLucas, aformer Chief of the Enforcement Division of the SEC, was retained to perform an
independent investigation of the facts and circumstances underlying the tranfers. He will investigate
not only our past and current management team, but dso our Board regarding any individud
involvement. His report will identify the wrongdoers and, in addition, will enable usto put into place

new or modified interna proceduresto prevent any recurrence of this type of event.

Coincident with our Chapter 11 filing, WorldCom announced the ection of two new membersto its
Board of Directors. Nicholas deB. Katzenbach and Dennis R. Beresford. Mr. Katzenbach isa
former Attorney Generd of the United States. Mr. Beresford has served as Chairman of the
Financid Accounting Standards Board (FASB). Both were gppointed to a Specid Investigative
Committee of the Board to conduct an independent review of the company’ s accounting practices
and preparation of financid satements. They will assume an oversight role with respect to Mr.

McLucas invedigetion.

If we areto be amodd for corporate behavior going forward, we must be transparent and above
reproach. Therefore, in our July 1 SEC statement, we clearly stated that we were examining
whether additiona earnings restatements might be required for periods going back to 1999 with
respect to the accounting for reserves established by the company. We are committed to
completing this andys's, with the assstance of our new externd auditors, KPMG, at the earliest

possible date and to announcing the results of that analys's promptly.



Many questions ill remain. We won't know the answers until the conclusion of the pending
investigations. We will continue to cooperate fully with the various agencies and the Congress to

answer those questions.

Filing for Protection Under Chapter 11 of the U.S. Bankruptcy Code

As noted earlier, WorldCom had successfully negotiated a new accounts receivable securitization
program and was nearing accord on anew $5 hillion dollar credit facility when we announced the
acocounting irregularity and the need to restate earnings. Because of the need to restate, WorldCom no
longer had vdid, audited financial statements. Within a matter of days, the banks withdrew the
receivables program and ended negotiations on the new credit facility. Without audited financid
statements, the public debt markets were closed to WorldCom. Our hand was forced — we had no

choice but to file a Chapter 11 petition and seek Debtor-In-Possession (DIP) financing.

On duly 21, WorldCom filed a voluntary petition for reorganization under Chapter 11 of the U.S.
Bankruptcy Code in the United States Bankruptcy Court for the Southern Digtrict of New Y ork.
Chapter 11 dlows a company to continue operating in the ordinary course of business and to maximize
recovery for the company’ s stakeholders. WorldCom' s non-U.S. subsidiaries are not included in the

filing and will dso continue to operate normaly.

WorldCom aso announced that we had obtained an agreement to arrange up to $2 billion in DIP
financing. The company aready has secured a commitment of $750 million of this amount from

Citibank, N.A., JP Morgan Chase Bank and General Electric Capital Corporation to supplement the



company’s cash flow during the Chapter 11 proceeding.

We struggled to avoid this outcome. Unfortunately, our need to restate earnings left us few options. In

the end, we bdlieve Chapter 11 isthe best way to help the most people. The principa reasons for

pursuing this option were:
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It alows us to continue our company's high qudity service and customer programs. We will work
closaly with our lenders and federal and State regulators to ensure that there will be no

disruption in service to any of our consumer, business or government customers. We have
dready had significant feedback from customers stating their support for our efforts to move the

company forward and their commitment to stay with us through this process.

It provides the best aternative for preserving jobs for our employees.

It alows us, post-filing, to pay dl suppliers, vendors and employeesin the norma course of
busness. We are avery large customer to most of our suppliers. This action dlowsthem to
keep our business. The nation' s economy will avoid a negetive “ripple effect”. Wewill not,

however, be alowed to pay clams arising prior to filing without Bankruptcy Court approval.

It provides our company with a systematic, legd framework to operate our business normally, while
we focus our business plan and get our financesin order. It dlows us to reconfigure our capital

structure, reduce the unmanageable debt burden, improve cash flows, and ded with lega and



financid issues in an organized manner -- dl of which are intended to make the company leaner
and stronger, and to put it in a pogtion to create future vaue for our stakeholders. Many
companies having nationwide operations - including Continental, Texaco, Federated
Department Stores, Southland Corporation -- have emerged from Chapter 11 as stronger,

fiercer compstitors.

WorldCom's Future

Our intention is that WorldCom emerge from Chapter 11 as quickly as possble. | strongly believe that
WorldCom is mogt valuable as an intact enterprise — clearly an example of the whole being greater than

the sum of its parts. | believe tha alarge number of our creditors recognize this as well.

Unlike many companies entering Chapter 11, WorldCom has significant assets that will help it
successfully emerge from the process. a sgnificant customer base that is baanced between large
enterprise customers and smaller mass-market consumers, a first-class globa network that provides us
with a superb platform with which to compete in the marketplace, and talented and dedicated

employees.

When we do emerge from Chapter 11, we plan to be a competitive force to be reckoned with in the
marketplace. We intend to eiminate a substantial amount of our debt, dispose of unprofitable lines of

business, and sgnificantly lower our costs. WorldCom' s presence will continue to ensure competition in
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the rapidly consolidating telecom industry. No other company’ slegacy matches oursin terms of
promoting competition and ddivering its benefits to consumers and businessesin both pricing and
product innovation. WorldCom is one of the last hopes for Americato realize the intended benefits of

the 1996 Act.

CONCLUSION

In concluding, | urge this Committee and the Congress to stay the course in promoting competition. The
telecom indugtry, asawhale, is struggling, but competition isdive. The Act providesthe right policy
direction; to ensure the future vitality of competition, the Act needsto be fully implemented and
enforced. Reverang course vialegidation or regulation would cause even more harmto the industry

and to the economy.

Asfor WorldCom specificdly, our pro-competition legecy will continue.  Mr. Chairman and members
of the Committee, we will work hard to regain your trust and that of the American people. We will
work hard to rebuild the vaue of the company. We will continue to be straight about any problems we
may discover and act aggressively to solve them. We will operate WorldCom according to the highest
commercid and ethicad standards.  We will return your faith in us by continuing to meke a sgnificant
difference in the marketplace — providing industry-leading telecom services and unsurpassed vaue to dl

of our customers.
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WorldCom Announces Intention to Restate 2001 and
First Quarter 2002 Financial Statements

CLINTON, Miss., June 25, 2002 - WorldCom, Inc. (Nasdag: WCOM, MCIT) today announced it intends to
restate its financial statements for 2001 and the first quarter of 2002. As a result of an internal audit of the
company's capital expenditure accounting, it was determined that certain transfers from line cost expenses
to capital accounts during this period were not made in accordance with generally accepted accounting
principles (GAAP). The amount of these transfers was $3.055 billion for 2001 and $797 million for first
quarter 2002. Without these transfers, the company's reported EBITDA would be reduced to $6.339 billion
for 2001 and $1.368 billion for first quarter 2002, and the company would have reported a net loss for
2001 and for the first quarter of 2002.

The company promptly notified its recently engaged external auditors, KPMG LLP, and has asked KPMG to
undertake a comprehensive audit of the company's financial statements for 2001 and 2002. The company
also notified Andersen LLP, which had audited the company's financial statements for 2001 and reviewed
such statements for first quarter 2002, promptly upon discovering these transfers. On June 24, 2002,
Andersen advised WorldCom that in light of the inappropriate transfers of line costs, Andersen's audit report
on the company's financial statements for 2001 and Andersen's review of the company's financial
statements for the first quarter of 2002 could not be relied upon.

The company will issue unaudited financial statements for 2001 and for the first quarter of 2002 as soon as
practicable. When an audit is completed, the company will provide new audited financial statements for all
required periods. Also, WorldCom is reviewing its financial guidance.

The company has terminated Scott Sullivan as chief financial officer and secretary. The company has
accepted the resignation of David Myers as senior vice president and controller.

WorldCom has notified the Securities and Exchange Commission (SEC) of these events. The Audit
Committee of the Board of Directors has retained William R. McLucas, of the law firm of Wilmer, Cutler &
Pickering, former Chief of the Enforcement Division of the SEC, to conduct an independent investigation of
the matter. This evening, WorldCom also notified its lead bank lenders of these events.

The expected restatement of operating results for 2001 and 2002 is not expected to have an impact on the
Company's cash position and will not affect WorldCom's customers or services. WorldCom has no debt
maturing during the next two quarters.

"Our senior management team is shocked by these discoveries," said John Sidgmore, appointed WorldCom
CEO on April 29, 2002. "We are committed to operating WorldCom in accordance with the highest ethical
standards.”

"I want to assure our customers and employees that the company remains viable and committed to a long-
term future. Our services are in no way affected by this matter, and our dedication to meeting customer
needs remains unwavering," added Sidgmore. "I have made a commitment to driving fundamental change
at WorldCom, and this matter will not deter the new management team from fulfilling our plans.”

Actions to Improve Liquidity and Operational Performance
As Sidgmore previously announced, WorldCom will continue its efforts to restructure the company to better

position itself for future growth. These efforts include:
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Cutting capital expenditures significantly in 2002. We intend 2003 capital expenditures will be $2.1 billion
on an annual basis.

Downsizing our workforce by 17,000, beginning this Friday, which is expected to save $900 million on an
annual basis. This downsizing is primarily composed of discontinued operations, operations & technology
functions, attrition and contractor terminations.

Selling a series of non-core businesses, including exiting the wireless resale business, which alone will save
$700 million annually. The company is also exploring the sale of other wireless assets and certain South
American assets. These sales will reduce losses associated with these operations and allow the company to
focus on its core businesses.

Paying Series D, E and F preferred stock dividends in common stock rather than cash, deferring dividends
on MCI QUIPS, and discontinuing the MCI tracker dividend, saving approximately $375 million annually.

Continuing discussions with our bank lenders.

Creating a new position of Chief Service and Quality Officer to keep an eye focused on our customer
services during this restructuring.

"We intend to create $2 billion a year in cash savings in addition to any cash generated from our business
operations," said Sidgmore. "By focusing on these steps, I am convinced WorldCom will emerge a stronger,
more competitive player.”

About WorldCom, Inc.

WorldCom, Inc. (NASDAQ: WCOM, MCIT) is a pre-eminent global communications provider for the digital
generation, operating in more than 65 countries. With one of the most expansive, wholly-owned IP
networks in the world, WorldCom provides innovative data and Internet services for businesses to
communicate in today's market. In April 2002, WorldCom launched The Neighborhood built by MCI - the
industry's first truly any-distance, all-inclusive local and long-distance offering to consumers for one fixed
monthly price. Effective as of the close of regular trading on July 12, 2002, WorldCom will eliminate its
tracking stock structure and have one class of common stock with the NASDAQ ticker symbol WCOM. For
more information, go to http://www.worldcom.com.

Forward-Looking Statements

This document includes certain "forward-looking statements" within the meaning of the Private Securities
Litigation Reform Act of 1995. These statements are based on management's current expectations and are
subject to uncertainty and changes in circumstances. Actual results may differ materially from these
expectations due to economic uncertainty; the effects of vigorous competition; the impact of technological
change on our business, alternative technologies, and dependence on availability of transmission facilities;
risks of international business; regulatory risks in the United States and internationally; contingent
liabilities; uncertainties regarding the collectibility of receivables; risks associated with debt service
requirements and; our financial leverage; uncertainties associated with the success of acquisitions; and the
ongoing war on terrorism. More detailed information about those factors is contained in WorldCom's filings
with the Securities and Exchange Commission.

- 25 June, 2002

Also available in: Dansk, Espafol, Suomi, Magyar, Nederlands, Norsk, Portuguese, Svenska

Contact:

Name: Scott Hamilton
Role: WorldCom Investors
Tel: 877-624-9266
Fax:

Email: investor@wcom.com
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WORLDCOM PRESS CONFERENCE
STATEMENT

CNN LIVE EVENT/SPECIAL

WorldCom CEO John Sidgmore Holds Press Conference
Aired July 2, 2002 - 15:30 ET

THIS IS A RUSH TRANSCRIPT. THIS COPY MAY NOT BE IN ITS FINAL FORM AND MAY BE UPDATED.

JOHN SIDGMORE, PRESIDENT AND CEO, WORLDCOM:

Hi, everybody, and good afternoon. Thanks for coming out here today.

Well, I can only say that these have been very, very difficult times this last week or so for our company --
actually, it's been longer than that. And I'll say one thing right now: I hope you guys had a better week than I
have in the last week.

Let me just say that in the days that followed WorldCom's announcement last week that we misstated our
earnings for the last five quarters, there's been an understandable outpouring of outrage and anger expressed
pretty much from every quarter of American society, and I want to underscore that WorldCom's new
management team and our more than 60,000 employees are equally shocked by these events.

Now, while the collective rage currently is focused on WorldCom, I want to remind everybody that it was this
company that audited our auditors. It was this company that turned itself in. It was this management team
that took matters to the SEC. And it is this management team that will take this company forward and restore
public confidence, and that's an awful lot of what I want to talk about today.

About two months ago, I agreed to take over as CEO of WorldCom after the termination of Bernie Ebbers.
Even then we faced significant challenges on the financial side, which we can talk through in whatever level of
detail today. But I'll tell you one thing: I never imagined at that point what we really had in store for us.

And while the deeds we uncovered were part of the past administration, I want to apologize here today on
behalf of everyone at WorldCom.

I am responsible for what we do now and for what we do in the future. And what we're going to do is fully
investigate any past transgression and move forward in a completely open and honest manner.

President Bush has also demanded this and demanded this of all corporate executives and demanded that
corporate executives operate in a responsible manner. We completely agree with the president on this. And I
am committed to operating WorldCom with the highest possible standards of ethics and integrity.

You should know also that we are cooperating with all of the various investigations -- and let me tell you,
there are quite a few of them right now -- to bring those responsible to justice.

This morning I had an extensive and, I would say, highly productive discussion with Harvey Pitt, the
commissioner of the SEC, and his staff regarding their concerns about our response to the order of
information, many of which -- many of those comments were highlighted yesterday in various news forums.

In our filing, we provided a complete chronology of events as we know them. But there remain many open

questions and quite a bit of speculation as to exactly what occurred and when. Al T can tell you is that we will
release everything that we know when we know it. We won't know the answers to all these questions until the
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conclusion of these investigations. However, we did agree this morning with the commissioner that we will
clarify our filing and we will continue to cooperate closely and work better with his staff or closer with his staff
going forward.

For our part, we've already announced this, but we have initiated a through, independent investigation lead by
William Mclucas, former chief of the enforcement division of the SEC. He will be investigating both our past
and current management teams. He will investigate our board regarding any individual involvement and to
remove any stigma from those who had no involvement.

If we're going to be a model for corporate behavior going forward, we must be absolutely transparent, and
we're committed to that.

We also support Congress's efforts to prevent situations like this from occurring anywhere in the future. And
every employee -- you have to remember, every employee and customer and investor in WorldCom has a
personal stake in this company's survival. That is millions of people.

But it goes far beyond that. America itself, we think, has a major stake in our survival. We play a vital role in
America's telecommunications infrastructure. We shouldn't forget that WorldCom is a strong, innovative
company with tremendous assets when you get below the surface of some of these investigations. We have
annual revenues of over $30 billion. We have more than 20 million customers. Our MCI phone service handles
70 million calls thereabouts every weekend alone. Tens of thousands of businesses depend on our services to
support their mission-critical networking applications.

In addition, WorldCom is the largest -- by far the largest Internet carrier in the world, and by many estimates
we carry over half of the Internet’s total traffic, including potentially 70 percent of e-mails sent within the
United States, and 50 percent of all e- mails in the world. Our operations provide Internet services to over 100
countries on six continents. We also serve some of the largest agencies of the federal government including
the Defense Department, the State Department, and the General Services Administration.

We think WorldCom is a very key component of our nation's economy, and communications infrastructure.
And even after our recent layoffs, we still have over 60,000 employees, and millions of investors. Both
commercial and national security interests rely on WorldCom's operations continuing without disruption.
Dozens of telecom providers and suppliers likely depend on WorldCom's business.

Furthermore, and this is an important point, WorldCom ensures competition in the rapidly consolidating
telecommunications industry. We ensure that both consumers and businesses have more than one or two
options when it comes to selecting a full-service provider. WorldCom, we think, is one of our last hopes for
America to realize the intended benefits of the Telecommunications Act of 1996.

Now, since discovering these accounting irregularities, I have been fighting very hard to keep the company
operating at full speed despite the issues that now surround us. Although we have a significant cash position,
cash on hand right now, we are in close communications with cur lenders to secure replacement lines of credit
and other financing. We are also streamlining the business, as we've announced before, by selling our non-
core assets and taking other steps to raise capitol and to trim expenses, allowing us to focus on our core
business and our core customers' needs.

At the end of the day, we think the best way to rebuild shareholder value, serve our customers and save jobs,
and serve our national interests, is to have a profitable, valuable, but ethical business.

Today, we are here to tell you that WorldCom needs the help and understanding and patience of our
customers, of our suppliers, our lenders and of the American people. We will be straight about our problems
as we discover them, I can promise you that. And we will take the necessary steps to aggressively solve them.
We will work very hard to regain your trust and to rebuild the value of this company, and we will return your
faith in us with renewed value, and the best telecommunications services available anywhere in the world. I
really feel confident that we can work together to build the future. We are committed here to providing great
service for our customers, not just today, but also tomorrow. I am personally deeply committed to this
company, as is the rest of the senior management team.
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Securities and Exchange Commission v. WorldCom, Inc.
Complaint, 1, Case No. 02 CV 4963 (JSR) (S.D.N.Y. June 26, 2002)



UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DISTRICT OF NEW YORK

SECURITIES AND EXCHANGE COMMISSION,
450 Fifth Street, N.W.
Washington, D.C. 20539

Plaintiff,
V. Civil Action No.
WORLDCOM, INC., COMPLAINT
(Securities Fraud)
Defendant.

SN it St St? Nt i i st s szt ot st ot

The Securities and Exchange Commission (“the Commission”) alleges for
its Complaint as follows:

1. From at least the first quarter of 2001 through the first quarter of 2002,
defendant WorldCom Inc. (“WorldCom”) defrauded investors. In a scheme
directed and approved by its senior management, WorldCom disguised its true
operating performance by using undisclosed and improper accounting that
materially overstated its income before income taxes and minority interests by
approximately $3.055 billion in 2001 and $797 million during the first quarter of
2002.

2. By improperly transferring certain costs to its capital accounts,
WorldCom falsely portrayed itself as a profitable business during 2001 and the
first quarter of 2002. WorldCom’s transfer of its costs to its capital accounts
violated the established standards of generally accepted accounting principles

(“GAAP”). WorldCom’s improper transfer of certain costs to its capital accounts




SECOND CLAIM

Violation of Section 13(a) of the Exchange Act and
Exchange Act Rules 13a-1, 13a-13, and 12b-20

18. Paragraphs 1 through 13 are hereby realleged and incorporated
herein by reference as if set forth fully.

19. Section 13(a) of the Exchange Act and Rules 13a-1 and 13a-13
thereunder require issuers of registered securities to file with the Commission
factually accurate annual and quarterly reports. Exchange Act Rule 12b-20
provides that in addition to the information expressly required to be included in a
statement or report, there shall be added such further material information, if any,
as may be necessary to make the required statements, in the light of the
circumstances under which they are made. not misleading.

As a result of the accounting actions set forth above, WorldCom violated Section
13(a) of the Exchange Act and Exchange Act Rule 13a-1, 13a-13, and 12b-20.

PRAYER FOR RELIEF

WHEREFORE, the Commission respectfully requests that this Court:

Enter Orders:

A. Permanently restraining and enjoining WorldCom from violating
Section 10(b) of the Exchange Act and Rule 10b-5 thereunder;

B. Permanently restraining and enjoining WorldCom from violating
Section 13(a) of the Exchange Act and Rules 12b-20, 13a-1, and 13a-13

thereunder;




was not disclosed to investors in a timely fashion, and misled investors about
WorldCom'’s reported earnings. This improper accounting action was intended to
manipulate WorldCom’s earnings in the year ending 2001 and in the first quarter
of 2002 to keep them in line with estimates by Wall Street analysts.

3. By engaging in this conduct, WorldCom violated the anti-fraud and
reporting provisions of the federal securities laws and, unless restrained and
enjoined by this Court, will continue to do so. The Commission requests, among
other things, that Worldcom be enjoined from further violations of the federal
securities laws as alleged herein, and that it pay a monetary penalty.

THE FRAUDULENT SCHEME

4. WorldCom is a major global communications provider, operating in
more than 65 countries. WorldCom provides data transmission and Internet
services for businesses, and, through its MCI unit, provides telecommunications
services for businesses and consumers. WorldCom became an important player
in the telecommunications industry in the 1990s. However, as the economy
cooled in 2001, WorldCom'’s earnings and profits similarly declined, making it
difficult to keep WorldCom’s earnings in line with expectations by industry
analysts.

5. Starting at least in 2001, WorldCom engaged in an improper
accounting scheme intended to manipulate its earnings to keep them in line with
Wall Street’s expectations, and to support WorldCom'’s stock price. One of
WorldCom’s major operating expenses was its so-called “line costs.” In general,

“line costs” represent fees WorldCom paid to third party telecommunication




network providers for the right to access the third parties’ networks. Under
GAAP, these fees must be expensed and may not be capitalized. Nevertheless,
beginning at least as early as the first quarter of 2001, WorldCom's senior
management improperly directed the transfer of line costs to WorldCom'’s capital
accounts in amounts sufficient to keep WorldCom’s earnings in line with the
analysts’ consensus on WorldCom’s earnings. Thus, in this manner, WorldCom
materially understated its expenses, and materially overstated its earnings,
thereby defrauding investors.

6. As a result of this improper accounting scheme, WorldCom materially
underreported its expenses and materially overstated its earnings in its filings
with the Commission, specifically, on its Form 10-K for the fiscal year ending on
December 31, 2001, and on its Form 10-Q for the quarter ending on March 31,
2002.

7. In particular, WorldCom reported on its Consolidated Statement of
Operations contained in its 2001 Form 10-K that its line costs for 2001 totaled
$14.739 billion, and that its earnings before income taxes and minority interests
totaled $2.393 billion, whereas, in truth and in fact, WorldCom'’s line costs for that
period totaled approximately $17.794 billion, and it suffered a loss of
approximately $662 million.

8. Further, WorldCom reported on its Consolidated Statement of
Operations contained in its Form 10-Q for the first quarter of 2002 that its line
costs for that quarter totaled $3.479 billion, and that its income before income

taxes and minority interests totaled $240 million, whereas, in truth and in fact,




WorldCom'’s line costs for that period totaled approximately $4.276 billion and it
suffered a loss of approximately $557 million.

9. Worldcom’s disclosures in its 2001 Form 10-K and in its Form 10-Q for
the first quarter of 2002 failed to include material facts necessary to make the
statements made in light of the circumstances in which they were made not
misleading. In particular, these filings failed to disclose the company’s
accounting treatment of its line costs, that such treatment had changed from prior
periods, and that the company’s line costs were actually increasing substantially
as a percentage of its revenues.

JURISDICTION

10. The Commission brings this action pursuant to Section 21(d) of the
Securities Exchange Act of 1934 (“Exchange Act”) [15 U.S.C. §§ 78u(d)].

11. This Court has jurisdiction over this action pursuant to Sections 21(d),
and 27 of the Exchange Act [15 U.S.C. §§ 78u(d) and 78aal.

12. The defendant, directly and indirectly, has engaged in, and unless
restrained and enjoined by this Court will continue to engage in, transactions, acts,
practices, and courses of business that violate Sections 10(b) and 13(a) of the
Exchange Act [15 U.S.C. §§ 78j(b) and 78m(a)] and Rules 10b-5, 12b-20, 13a-1,
and 13a-13 thereunder [17 C.F.R. §§240.10b-5, 240.12b-20, 240.13a-1, and
240.13a-13].

THE DEFENDANT

13. WorldCom is a Clinton, Mississippi-based company incorporated in

Georgia, which provides a broad range of communications services to both U.S.




and non-U.S. based businesses and consumers. WorldCom is a public company
whose securities are registered with the Commission pursuant to Section 12(b) of
the Exchange Act and it is required to file periodic reports with the Commission
pursuant to Section 13 of the Act. Throughout the relevant time period,
WorldCom'’s stock was covered by Wall Street analysts who routinely issued
quarterly and annual earnings estimates.

CLAIMS FOR RELIEF

FIRST CLAIM

14. Paragraphs 1 through 13 above are incorporated herein by this
reference.

15. Defendant Worldcom, directly or indirectly, by use of the means or
instruments of interstate commerce, or of the mails, or of a facility of a national
securities exchange, knowingly or recklessly (a) employed devices, schemes and
artifices to defraud; (b) made untrue statements of material fact or omitted to
state material facts necessary in order to make the statements made, in light of
the circumstances under which they were made, not misleading; and (c) engaged
in acts, transactions, practices, and courses of business which operated or would
operate as a fraud or deceit upon the purchasers of securities and upon other
persons, in connection with the purchase or sale of a security.

16. Defendant WorldCom, and members of its senior management, knew,
should have known, or were reckiess in not knowing, that its 2001 Form 10-K,
and its Form 10-Q for the first quarter of 2002, including the financial statements
contained therein, as filed with the Commission, contained material
misstatements and omissions.

17. By reason of the foregoing, WorldCom violated Section 10(b) of the
Exchange Act and Exchange Act Rule 10b-5.




C. Imposing civil monetary penalties on WorldCom pursuant to Section
21(d) of the Exchange Act [15 U.S.C. § 78u];

D. Prohibiting WorldCom and its affiliates, officers, directors, erﬁployees,
and agents, from destroying, altering, or removing from the court’s jurisdiction
any documents relevant to the matters alleged herein;

E. Prohibiting WorldCom and its affiliates from making any extraordinary
payments to any present or former affiliate, or officer, director, or employee of
WorldCom, or its affiliates, including but not limited to any severance payments,
bonus payments, or indemnification payments.

F. Appointing a corporate monitor to ensure compliance with items D and
E, above; and

G. Granting such other and additional relief as this Court may deem just

and proper.

Respectfully submitted,

Stephen M. Cutler

William R. Baker Il

Charles D. Niemeier

Peter H. Bresnan (PB 9168)
Arthur S. Lowry (AL 9541)
Lawrence A. West

Neil Welch

Jose Rodriguez

Counsel for the Plaintiff
Securities and Exchange Commission
Stop 9-11
450 Fifth St., N.W.
Washington, D.C. 20549
(202) 942-4868 (Lowry)
(202) 942-9581 (Fax)
Dated: June 26, 2002
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http://wwwl.worldcom.com/infodesk/news/news2.xml? A st
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WorldCom Announces Additional
Changes To Reported Income For Prior
Periods

CLINTON, Miss., August 8, 2002 - WorldCom, Inc. today announced that its ongoing
internal review of its financial statements has discovered an additional $3.3 billion in
improperly reported earnings before interest, taxes, depreciation and amortization
(EBITDA) for 1999, 2000, 2001 and first quarter 2002. This amount is in addition to
the previously reported $3.8 billion in overstated EBITDA in the year 2001 and first
quarter 2002. As a result, WorldCom intends to restate its financial statements for
2000. Previously the company announced that it intends to restate its financial
statements for 2001 and first quarter 2002. The resulting changes are summarized
in a financial chart below.

WorldCom is continuing its internal financial investigation. Investors and creditors
should be aware that additional amounts of improperly reported EBITDA and pretax
income may be discovered and announced. Until KPMG LLP, the company's newly
appointed external auditors, is able to complete an audit of 2000, 2001 and 2002,
the total impact on previously reported financial statements cannot be known.

The company intends to continue to expeditiously announce unaudited changes to
previously reported financial statements if it discovers additional issues. The
amounts disclosed today have previously been disclosed to the SEC and other
investigative authorities.

WorldCom also announced it expects to record further write-offs of assets previously
reported, including the likelihood that it may determine all existing goodwill and
other intangible assets, currently recorded as $50.6 billion, should be written off
when restated 2000, 2001 and 2002 financials are released. The company will also
reevaluate the carrying value of existing property, plant and equipment as to
possible impairment of historic values previously reported. However, until the
company's audit of previously reported asset values is complete it cannot determine
with certainty the amount of its ultimate write-offs.

WorldCom has notified Andersen LLP, which audited the company's financial
statements until May 2002, of the results of this review. WorldCom will issue
unaudited financial statements for 2000, 2001 and the first quarter of 2002 as soon
as practicable.

In Millions of Dollars

1999 2000 2001 1Q 2002 Total
June 25, 2002
reported B .
EBITDA $ $ $ 3,055 $ 797 $ 3,852
reductions
August 8, 2002 $ 217 $ 2,864 $ 161 $ 88 $ 3,330
EBITDA
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reductions

Total reduction

in EBITDA $ 217 $ 2,864 $ 3,216 $ 885 $ 7,182

August 8, 2002
non-EBITDA
pre tax
adjustments

$ (8) $ 393 $ 166 $ (50) $ 501

Total pre tax
income $ 209 $ 3,257 $ 3,382 $ 835 $ 7,683
reductions

About WorldCom, Inc.

WorldCom, Inc. (WCOEQ, MCWEQ) is a pre-eminent global communications provider
for the digital generation, operating in more than 65 countries. With one of the most
expansive, wholly-owned IP networks in the world, WorldCom provides innovative
data and Internet services for businesses to communicate in today's market. In April
2002, WorldCom launched The Neighborhood built by MCI - the industry's first truly
any-distance, all-inclusive local and long-distance offering to consumers for one
fixed monthly price. For more information, go to http://www.worldcom.com.

Forward-Looking Statements

This document includes certain "forward-looking statements” within the meaning of
the Private Securities Litigation Reform Act of 1995, These statements are based on
management's current expectations and are subject to uncertainty and changes in
circumstances. Actual resutts may differ materially from these expectations due to
WorldCom's bankruptcy proceedings and matters arising out of pending class-action
and other lawsuits and ongoing internal and government investigations relating to
the previously announced restatement of its financial results. Other factors that may
cause actual results to differ materially from management's expectations include
economic uncertainty; the effects of vigorous competition; the impact of
technological change on our business, alternative technologies, and dependence on
availability of transmission facilities; risks of international business; regulatory risks
in the United States and internationally; contingent liabilities; uncertainties
regarding the collectibility of receivables; risks associated with debt service
requirements and; our financial leverage; uncertainties associated with the success
of acquisitions; and the ongoing war on terrorism. More detailed information about
those factors is contained in WorldCom's filings with the Securities and Exchange
Commission.

- 8 August, 2002

Also available in:
Dansk, Frangals, Francals (CH), BREE, Nededands, Svenska

PR Contact:

Name: Scott Hamilton
Role: WorldCom Investors
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